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WEDNESDAY, FEBRUARY 24, 1954 


Unitrep States SENATE, 
COMMITTEE ON FINANCE, 
Washington, D. C. 

The committee met, pursuant to call, in room 312, Senate Office 
Building, at 10:30 a. m., Senator Eugene D. Millikin (chairman), 
presiding. 

Present: Senators Millikin, chairman, Martin, Flanders, Malone, 
Bennett, George, Johnson, Kerr, Frear, and Long. 

Also present: Senators Earle C. Clements and John Sherman 
Cooper, Representative John P. Saylor. 

Also present: Mrs. Elizabeth B. Springer, chief clerk of the com- 
mittee. 

The Cuatrman. The committee will come to order. The hearing 
today is on the House bill 5407, which provides for the extension of 
the bonding period from 8 to 12 years on certain distilled spirits. The 
report will insert in the record at this point the text of H. R. 5407, 
together with favorable reports from the Departments of Treasury 
and Commerce. 


(The information referred to follows: ) 


[H. R. 5407, 83d Cong., Ist sess.] 
AN ACT To amend section 2879 (b) of the Internal Revenue Code 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 2879 (b) of the Internal Revenue 
Code is hereby amended by adding at the end thereof the following new para- 
graphs: 

(2) In the case of distilled spirits which, at the beginning of the day on 
which this paragraph is enacted, are either in internal revenue bonded ware- 
houses or are in transit to such warehouses, the time within which such dis- 
tilled spirits are required by existing law to be withdrawn therefrom and the 
tax paid thereon is hereby extended so that such time will end twelve years 
from the date of the original entry of such spirits for deposit in an internal 
revenue bonded warehouse. 

“‘(3) Paragraph (2) shall apply at any time to distilled spirits which are 
either in an internal revenue bonded warehouse or in transit to such warehouse 
only if— 

: ‘(A) the proprietor of such warehouse has filed with the Secretary 

(i) a notice of his desire to retain distilled spirits in bond beyond the 
eight-year period specified in paragraph (1), and (ii) his consent to this 
paragraph and paragraph (4) and to subsections (e) (6) and (f) (6) of 
section 5 of the Federal Alcohol Administration Act, and 

““(B) the warehousing bond covering such spirits has been suitably 
endorsed, under such regulations as the Secretary shall prescribe, to 
extend the liability of principal and surety for the period for which the 
extension made by paragraph (2) is granted. 

(4) Notwithstanding the provisions of any other law or regulation, no 
advertisement of, or label or stamp affixed or applied to, any distilled spirits 
retained pursuant to paragraph (2) in internal revenue bonded warehouse 
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after the eight-year period specified in paragraph (1) shall bear any statement 
which shall represent or imply that the age, or period of storage, of such 
distilled spirits exceeds eight years. The retention pursuant to paragraph 
(2) of any distilled spirits in internal revenue bonded warehouse after the 
eight-year period specified in paragraph (1) by any person who has any 
right, title, or interest in or to such spirits, the acquisition by any person of 
any right, title, or interest in or to distilled spirits which have been so retained, 
and the withdrawal by any person from warehouse of distilled spirits which 
have been so retained, shall each constitute consent by such person to this 
paras a and to subsections (e) (6) and (f) (6) of section 5 of the Federal 
Alcohol Administration Act. 

(5) No distilled spirits retained in bond pursuant to paragraph (2) shall 

» bottled in bond after the expiration of the season in which the period of 
retention thereof in bond reaches eight years; but nothing in this paragraph 
shall prev vent the retention in bond for the period authorized by paragraph (2) 
of such spirits after bottling in bond.” 

Sec. 2. (a) Subsection (b) of section 2879 of the Internal Revenue Code is 
hereby amended by striking out 

(b) Time ror PayMENT oF THE Tax.—The”’ and inserting in lieu thereof the 
fellowing: 
(b) Time ror PAYMENT OF THE Tax. 
(1) Except as provided in the succeeding paragraphs of this subsection, 
the”’ 

(b) The first paragraph of section 5 (e), and the first sentence of section 5 (f), 
of the Federal Aleohol Administration Act (27 U. 8S. C., sec, 205) are each hereby 
amended by inserting before the period at the end thereof a semicolon and the 
following: ‘‘and (6) in the case of distilled spirits which have been retained in 
bond pursuant to pornerans (2) of section 2879 (b) of the Internal Revenue Code 
after the eight-year period specified in paragraph (1) of such section, as will 
prohibit any state san which would re present or imply that the age, or period 
of storage, of such distilled spirits exceeds eight years . 

Passed the House of Representatives July 7, 1953. 

Attest 


Lyte O, SNapER, Clerk 


TREASURY DEPARTMENT, 
Washington, February 23, 195}. 

My Dear Mr. CHarrMan: In reply to your request of January 14, 1954, for 
the views of the Treasury Department on H. R. 5407, a bill to amend section 
2879 (b) of the Internal Revenue Code, now pending before your committee, 
we recommend that this proposed legislation for a temporary extension of the 
bonding period for distilled spirits from 8 to 12 years be adopted. 

On March 31, 1953, the Treasurv Department, in a report to the chairman of 
the Committee on Ways and Means on a prior version of the proposed legislation, 
took a neutral position because of apparent conflict within the industry and the 
possible unfair competitive advantages which might arise from a change in the 
bonding period. The revised bill apparently resolves these problems. 

There will not be any significant revenue loss involved. The bill appears 
reasonable to relieve a distress situation in the industry. 

The Budget Bureau has advised the Treasury Department that there is no 
objection to the presentation of this report. 

Very truly yours, 
G. M. Humpurey, 
Secretary of the Treasury. 


THe SecRETARY OF COMMERCE, 
Washington 25, February 24, 1954. 

Dear Mr. Cuatrman: This letter is in reply to your request of January 14, 
1954, for the views of this Department with respect to H. R. 5407, an act to amend 
section 2879 (b) of the Internal Revenue Code. 

The act would extend from 8 to 12 years the time that distilled spirits may be 
held in Government-bonded warehouses. The measure applies only to whiskies 
in bond at the time the legislation is enacted and involves, therefore, no permanent 
change in law. Whiskies so retained in bond would not be permitted to be de- 
scribed as more than 8 years of age 
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Under existing law, distilled spirits must be withdrawn from bonded warehouses 
within 8 years of the date of deposit. In earlier times the distilled-spirits industry 
has been able to plan its production and marketing in a manner which has made 
it possible for it to live with this requirement. In recent years, however, repeated 
national emergencies and threats of emergencies, with stated or implied warnings 
that distilling for beverage purposes might have to be shut down again as it was 
during World War II, have dictated high rates of production and large inventories 
When these new shutdowns did not materialize, these inventories became excess 
to requirements of the industry. Additionally, the present high excise rate was 
not foreseen when present stocks were laid down. 

As a result, some distillers, both large and small, find themselves presently or 
imminently confronted with large stocks of whiskies which, under the law, must 
be brought out of bond, but for which there is no market. The result would be 
prepayments of excise tax larger than industry can be expected to finance. 

From the tax-revenue standpoint, past experience indicates that the consuming 
publie’s requirements will not be altered significantly by enactment of or failure 
to enact this act. The quantities required by the market are dictated by other 
factors. Enactment of this legislation, however, would permit distillers to bring 
the older whiskies out in an orderly fashion rather than in large consignments as 
the several stocks reach 8 vears of age. 

Distillers confronted with the bonded-period limitation on stocks approaching 
8 years of age, for which there is no market, would be faced with three undesirable 
and destructive alternatives if this act does not become law. Thes2 are: 

1. Dump their products at ‘“forceout’’ prices which spell ruin for them, and 
which reduce or eliminate revenues upon which corporate-income tax would 
otherwise be paid. 

2. Redistill at an almost total loss of the value of the 8-year-old whiskies so 
redistilled, again with obvious adverse effect both on the company and vn the tax- 
revenue situation. 

3. Avoid taxpayments by sending their bonded whiskies into export channels 
of dubious value in which the excise revenue is forever lost to the United States. 

Use of any of these procedures would materially affect the stability of the dis- 
tilled-spirits industry, with resulting repercussions upon other industries. 

For these reasons we recommend enactment of H. R. 5407. 

We have been advised by the Bureau of the Budget that it would interpose no 
objection to the submission of this letter to your committee. 

If we can be of further assistance in this matter, please call on us. 

Sincerely yours, 
SiIncLainR WEEKs, 
Secretary of Commerce 


The CHatrMan. I also submit for the record a letter from the 
Honorable Guy M. Gillette, expressing his keen interest in the passage 
of this legislation. 

(The letter referred to follows:) 


UNITED STATES SENATE, 
CoMMITTEE ON FOREIGN RELATIONS, 
February 18, 1954. 
Hon. EvGene D. MILLIKIN, 
Chairman, Senate Finance Committee, 
United States Senate, Washington, D. ¢ 

My Dear CHAIRMAN: You may recall that early in 1942, I was appointed 
chairman of a subcommittee of the Senate Committee on Agriculture and Forestry 
to make an investigation in the field of broadened utilization of farm crops. The 
resolution, under which we operated, called for an investigation of the production, 
means of production, and plans for prod ction, of industrial aleohol and synthetic 
rubber. The war had been under way only a few months and the need for synthetie 
rubber was a vital one. We made every effort to bring into being a supply of 
synthetic rubber and, as a source for this product, the production of industrial 
alcohol. 

To accomplish the gigantic need for industrial alcohol for the synthetic-rubber 
plants, it became necessary to convert all the liquor distillers to the making of 
industrial alcohol. This required adjustments within the legitimate liquor- 
producing industry. Normally the distillers produced their spirits, 4 to 8 years, in 
advance of anticipated sales, but for most of the war period no whisky was manu- 
factured. 
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When the synthetic-rubber program was well advanced and the food and feed 
situation permitted the Government to allow limited production of spirits, this 
action was taken in the month of August 1944, in the month of January 1945 and, 
if my recollection serves me, one later month in 1945. 

Beginning in May of 1946, and for sometime thereafter, all the distillers were 
permitted to produce spirits as they wished, and most of them did so within 
the grain-quota limits granted them. and thus filled their warehouses. 

Although I am not a user of intoxicating liquors, I am informed that, whereas, 
prior to the war, the big consumer demand was for straight whiskies but the 
consumer taste changed, by wartime conditions, to blends and this left the 
distillers with a larger stock than they had anticipated. In other words, they need 
more time to dispose of their inventories. 

Under existing law, distiller spirits are required to be removed from the ware- 
houses, and the taxes paid at the end of 8 years. I am told that some distillers, 
rather than pay the tax of $10.50 per gallon in advance of any prospective sale, 
will distill this product for commercial channels rather than the beverage market. 

On July 7, 1953, the House of Representatives, upon recommendations of the 
Ways and Means Committee (after committee hearings) enacted H. R. 5407 which 
would extend, from 8 to 12 years, the time during which existing distilled spirits 
may be in Government bonded warehouses. This bill was received in the Senate 
on July 8 last, and was referred to vour committee. 

The House Report No. 515 on H. R. 5407 stated: 

“Your committee believes that H. R. 5407 should be promptly enacted in order 
to ease a serious situation, within the distilled-spirits industry, resulting from an 
excessive accumulation of distilled spirits in bonded storage. Unless provision is 
made, for an extension of the bonding period (as provided in H. R. 5407) orderly 
marketing of the distilled spirits forced out of bond will be impossible and serious 
financial hardship may result to many members of the industry.” 

I am calling this to your attention at the request of some constituents of mine. 
I have no interest in the alcoholic beverage industry either financially or per- 
sonally. Because some of my constituents have urged me to call this to your 
attention, and also because many of the distillers cooperated readily with the sub- 
committee when we were investigating the rubber and alcohol prograns, I feel 
that since their situation was aggravated by wartime restrictive policies that it is 
reasonable they should have early and fair consideration of the legislation dealing 
with their difficulty. 

It has been alleged to me that, if the remedial legislation, passed by the House 
of Representatives, is to be effective in giving the relief intended, action should be 
taken shortly. May I suggest that before the Senate Finance Committee becomes 
involved in the general tax-revision situation, and considering the fact that 
H. R. 5407 has been before your committee nearly 8 months, that the committee 
schedule might permit early hearings on H. R. 5407 with a view to favorable 
action if the facts elicited justify such action. 

Sincerely, 
Guy M. GIuLerre. 

The CHarrMan. The first witness is Dwight E. Avis, Director of 
the Alcohol and Tobacco Tax Division of the Internal Revenue 
Service. Please be seated and make yourself comfortable, Mr. Avis. 


This hearing is on H. R. 5407. We will be glad to hear from you, 
Mr. Avis. 
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STATEMENT OF DWIGHT E. AVIS, DIRECTOR, ALCOHOL AND 
TOBACCO TAX DIVISION, INTERNAL REVENUE SERVICE, AC- 
COMPANIED BY HAROLD A. SERR, CHIEF, PERMISSIVE BRANCH, 
ALCOHOL AND TOBACCO TAX DIVISION, INTERNAL REVENUE 
SERVICE, AND WALLACE A. RUSSELL, ATTORNEY, ALCOHOL 
AND TOBACCO TAX LEGAL DIVISION OF CHIEF COUNSEL’S 
OFFICE 


Mr. Avis. Thank you, Mr. Chairman. 

I have with me two of my associates, Mr. Serr and Mr. Russell, 
who may be in a better position to answer some of the committee’s 
questions. 

Mr. Chairman, my name is Dwight E. Avis. I am the Director of 
the Alcohol and Tobacco Tax Division of the Internal Revenue 
Service. I appear in support of the Treasury’s recommendation that 
H. R. 5407 be enacted. 

Under the present law, distilled spirits may be stored in bond for 8 
years. Payment of tax is deferred until withdrawal from bond. 
However, the spirits must be withdrawn from bond and tax-paid 
within 8 years. H. R. 5407 would extend the 8-year limitation to 12 
years, but would apply only to distilled spirits in bonded warehouses 
or in transit thereto on the date the bill is enacted. 

Senator Kerr. May | interrupt for a question, Mr. Chairman? 

The CHAIRMAN. Yes. 

Senator Kerr. Do you mean that this bill would cover any dis- 
tilled spirits now in bonded warehouses or that which is in transit 
thereto on the date the bill was enacted, but would not make any 
distilled spirits manufactured hereafter eligible to come under the 
provisions of this act? 

Mr. Avis. That is correct, yes, Senator. 

Senator Kerr. Thank you. 

Mr. Avis. The bill also attempts, Mr. Chairman, to minimize the 
consequences of an extension of the bonded period upon the com- 
petitive position of the several industry members in relation to their 
holdings of aged whisky by prohibiting age claims on labels and in 
advertising exceeding 8 years on whisky retained in bond under the act. 

H. R. 5407 is a compromise version of the original Eberharter and 
Saylor bills, H. R. 7651 in the last Congress, and H. R. 1215 in the 
lst session of this Congress, and has at least the passive support of 
all members of the distilled-spirits industry. 

Senator Kerr. What do you mean by that? 

Mr. Avis. Passive support? 

Senator Kurr. Yes. 

Mr. Avis. I would mean that they are all supporting the bill, re- 
gardless of what the effect might be on their competitive positions. 
Some of them may not be actively urging its support. 

Senator Kerr. Who is urging it the most actively? 

Mr. Avis. Naturally, the companies that are most immediately 
affected by the situation, Senator. 

Senator Kerr. Does the statement at a further point disclose that? 

Mr. Avis. No, sir; it does not. 

Senator Kerr. Do you have that information? 
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Mr. Avis. I naturally know from the general situation those that 
are in greatest distress, and I assume that those in greatest distress 
are those who are more immediately affected, and therefore, are more 
actively urging the bills enactment. 

Senator Kerr. What are the elements that determine how acutely 
distressed an interested party is? 

Mr. Avis. Well, the fact that he has whisky that he cannot sell at 
a profit. 

Senator Kerr. Does it mean that the distress is in proportion to 
the quantity? 

Mr. Avis. Well, I would say not necessarily so, because that is 
sort of a ves-and-no situation. The small fellow may not have very 
much whisky, but he may be more vitally affected than the larger 
industry member because he doesn’t have the financial resources to 
acquire the funds for tax payments. He is not in a position to borrow 
the money and consequently, he may be more vitally affected than 
the larger member who is in a position to finance himself. 

He has more resources. 

Senator Kerr. Do you have the information as to the amount 
owned by each individual distiller? 

Mr. Avis. In the older age categories? 

Senator Kerr. In the categories affected by this bill. 

Mr. Avis. Yes, sir. 

Senator Kerr. Will you give that to the committee? 

Mr. Avis. We will be glad to furnish it in executive session. I 
think, perhaps, the statute would preclude its disclosure in public 
session, Mr. Chairman. 

The CaarrMan. What statute? 

Mr. Avis. 4047 is the code number. 

The CHarrMan. What is the substance? 

Mr. Avis. It has to do with trade information. 

The CHarrmMan. And in your opinion, it precludes public disclosure 
of that information? 

Mr. Avis. That is my opinion, and the opinion of my counsel. 
But it would not preclude its being furnished to the committee in 
executive session. 

Senator Kerr. Do you mean that the Congress is asked to pass a 
bill for beneficiaries unknown and whose identity must be cloaked 
under mandate of law? 

Mr. Avis. Do you want to address yourself to that question, Mr. 
Russell? 

The CHatrMAN. Let us have the provision of the law. 

Senator Kerr. What you say indicates to me that the Treasury 
has information upon which they recommend the passage of the bill, 
but which information has not yet been disclosed to those who are 
asked to pass the bill, and further, you indicate that the people for 
whom we act here are forbidden to have the information. 

Mr. Avis. Now, Senator, I certainly have said that we will furnish 
this information to the committee in executive session. 

The CuHarrman. We will have that law right now, Senator, and see 
what it says. 

Senator Matonr. Mr. Chairman, if I might comment on that, I 
imagine it is a good deal in the same category as information that is 
often furnished to the Bureau of Mines about the activities of the 
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firms upon which they base their estimates and the information that 
that they give the public, but they do not make public the information 
of the reserves and the very confidential information that they get. 

Senator Kerr. What does that apply to, strategic materials? 

Senator Martone. No; it applies to all minerals. Then the Depart- 
ment of Commerce gets certain confidential information. 

Mr. Avrs. I have this now, Mr. Chairman. 

Senator Matong. They do not dise lose fully the detailed operations 
of the firms that are furnished in the information, but do make avail- 
able the results of their study. 

The CHarrMan. Give us the citation, Mr. Avis, and read the pro- 
vision of law which you believe prohibits you from disclosing the 
information. 

Mr. Avis. Section 4047 of the code: 

Disclosure of information by officers and employees of the United States. 
Operations of manufacturers or producers. It shall be unlawful for any collector, 
deputy collector, agent, collector, other officer or employee of the United States 
to divulge or make known in any manner whatsoever not provided by law to any 
person the operations, style of work or apparatus of any manufacturer or producer 
visited by him in the discharge of his official duties, and any offense against the 
foregoing provisions shall be a misdeamor and shall be punishable by a fine not ex- 
ceeding $1,000 or imprisonment not exceeding 1 year, or both, at the diseretion of 
the court, and the offender shall be dismissed from office. The provisions of 
this act shall apply to internal agents as fully as to internal revenue officers. 

The CHarrMan. You are talking about apparatus and what else? 

Mr. Avis. Operations, style of work, or apparatus of any manu- 
facturer or producer 

The CuatrMan. Do you construe operations to mean the amount 
of whisky produced and stored? 

Mr. Avis. That is right; ves, sir. 

The CHArrMAN. We will hear the information in executive session 
and the committee will decide on it. 

Senator Kerr. Mr. Chairman, I must say that I could not be in 
more complete disagreement about what the language means. May 
I see the law? I am not asking about the operations ‘of any distillery. 

This does not say that they shall not make known. It says that 
they shall not make known in any manner whatever not provided 
by law the operation, style of work, or apparatus of a manufacturer 
or producer visited by him in the discharge of his official duties. 

Have you visited any of these operations? 

Mr. Avis. Well, I have visited distilleries, of course, by my 
knowledge does not flow from the visits, Senator. 

Senator Kerr. Which one of the distilleries that are asking for this 
relief have you visited? 

Mr. Avis. I have been in the Seagram plant. 

I am not sure I have visited any of those who are asking relief. 

Senator Kerr. Which ones have you visited in discharge of your 
official duties? 

Mr. Avis. The Seagram distillery. 

Senator Kerr. What were your official duties? 

Mr. Avis. I just wanted to look over the installation, Senator. 

Senator Kerr. What part of your official duties was that? 

Mr. Avis. I am in charge of liquor tax administration. 

Senator Kerr. And you went to look at the physical properties as 
a tax collector? 
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Mr. Avis. I just wanted to see that plant, because it is one of the 
largest plants. 

Senator Kerr. Suppose you tell me the provision of the law that 
directs you, as a tax collector, to go and inspect the physical proper- 
ties of the taxpayer. 

Mr. Avis. There are several provisions. I couldn’t give you the 
exact ones, Senator, but I am very positive 

Senator Kerr. Would you agree to furnish that to the committee? 

Mr. Avis. Oh, yes. 

(See letter and enclosures, p. 31.) 

Senator Kerr. You are very positive of what? 

Mr. Avis. I am very positive that the provisions of law do authorize 
the employees of the Alcohol and Tobacco Tax Division to visit 
distilleries in connection with their official duties. 

The Cuarrman. If you didn’t visit distilleries, you would be greatly 
criticized for not doing it. I think that is perfectly evident. 

Senator Kerr. Is the information that you are withholding from 
the committee—— 

Mr. Avis. Senator, I am not withholding any information from this 
committee. 

The Cuatrman. The Chair has ruled, Senator, that we will receive 
the disclosure of this information in executive session and then we, 
in executive session, will decide whether it should be put in the record. 
I think that is a fair ruling, and we will interpret the law at the same 
time. 

Senator Kerr. Is it inappropriate that I examine this witness? 

The CuarrmMan. No; I don’t think it is inappropriate, except that 
the Chair has ruled, and the Chair maintains his ruling, that we will 
consider the matter in executive session and then decide whether the 
information will be put in the record. 

(See letter and enclosure, p. 31.) 

Senator Kerr. I am not questioning the chairman’s ruling. 

The CHatrMAN. What is the Senator doing? 

Senator Kerr. Nor do I decline to abide it. 

The CuatrmMan. May I ask what the Senator’s question is? What 
is the Senator’s question? 

Senator Kerr. I was asking this witness to tell me the provision of 
law which put upon him the duty, in the discharge of his official duties, 
whereby he learned something which in his judgment prohibits him 
from giving this information to anybody? 

The Cuairman. I understand that the gentleman bases himself on 
that statute. 

Senator Kerr. But this statute clearly says, Mr. Chairman, that 
it shall be unlawful for anyone within this category set out in this 
language to divulge or make known in any manner whatever not pro- 
vided by law, to any person, the operations, style of work, or apparatus 
of any manufacturer or producer visited by him in the discharge of his 
official duties. 

The Cuairman. Do you know of any law that requires you to give 
this information? 

Mr. Avis. I do not, sir, and I interpret these provisions as having 
to do with official reports. 

Mr. CHairMAN. Just a minute. 

Mr. Avis. Excuse me. 











EXTENSION OF BONDING PERIOD ON LIQUOR 9 


The Cuarrman. Do you know of any law that prohibits you from 
visiting any of these installations? 

Mr. Avis. No, sir. 

The Cuarrman. Do you figure it is a part of your duty to visit 
these installations? 

Mr. Avis. Yes, sir; I do. I feel that Iam authorized. But I want 
to say this, in absolute fairness, that my knowledge of this information 
is not secured from visiting distilleries. It is secured from studying 
official reports that are required to be rendered by law by these 
distilleries. 

Senator Kerr. Then, Mr. Chairman, I submit that this law is not 
applicable, because this law refers to what he learns with reference to 
certain things from his official visits. 

The CHarrRMAN. | suggest that we consider that in executive session. 

Senator Kerr. That will be fine, but if I can learn from this witness 
the basis of his conclusion, it would help me in my considerations when 
we come to that. 

The CHarrMan. All right. Let me suggest that you be prepared, 
Mr. Avis, to give us the list of materials stored so that if, in executive 
session, we should decide that it should be put in the public record, 
it can be put in the public record. 

Mr. Avis. Yes, sir. 

The CHarRMAN Senator Kerr wishes some information so that he 
can judge better in executive session the problems that will come up 
there. Proceed, Senator Kerr. 

Senator Kerr. Thank you, sir. You have told me, | believe, that 
you have visited only one distillery in connection with your official 
duties and that is Seagram. 

Mr. Avis. No; 1 don’t think that is correct, Senator. 

Senator Kerr. I am asking you. If it is not, tell me which other 
ones you have visited in the discharge of your official duties. 

Mr. Avis. I have been in the Calvert plant. 

Senator Kerr. When? 

Mr. Avis. Several years ago. 

Senator Kerr. In the discharge of what official duty did you go to 
Calvert's? 

Mr. Avis. I just looked over the installation. 

Senator Kerr. And the Seagram plant? 

Mr. Avis. In Louisville, yes. 

Senator Kerr. When was that? 

Mr. Avis. About 4 years ago. 

Senator Kerr. And what official duty took you there? 

Mr. Avis. I just wanted to see the installation, the operation. 

Senator Kerr. I can hear you all right. I am just asking for 
information. 

What other distillery have you visited in the discharge of your 
official duties? 

Mr. Avis. I have been in several distilleries. I have been in the 
Waterloo Distilling Co. at Waterloo, N. Y. That plant is closed, now. 

Senator Kerr. When were you there? 

Mr. Avis. Many years ago. 

Senator Kerr. Was your visit there connected in any way with 
the closing or vice versa? 

Mr. Avis. It was in connection with the seizure of it, Senator. 





10 EXTENSION OF BONDING PERIOD ON LIQUOR 


Senator Kerr. Any information that you got there is connected 
with your recommendation on this bill? 

Mr. Avis. No, sir, and I have made that quite clea 

Senator Kerr. I am addressing myself to the ‘ustification for the 
bill. 

Mr. Avis. I understand that thoroughly, and I have tried to help 
you by saying that my knowledge does not come from any official 
visits whatsoever. It comes from official reports that are required 
to be made under the law by the distillers. 

1 would like to say further to you that I do not know who owns 
this whisky. I don’t think any other Government official knows. 
I don’t think the distillers themselves know who owns the whisky, 
because a lot of it is transferred on warehouse receipts and the ware- 
houseman does not know who owns the whisky. 

I am able to tell you from our official records what whisky is stored, 
the amount, and by ages in the various warehouses of the distillers 
and independent warehousemen, but to tell you——— 

Senator Kerr. Mr. Witness, you don’t need to bark at me. I am 
not barking at you. 

Mr. Avis. I apologize, Senator. 

Senator Kerr. Didn’t you tell me a little while ago in answer to a 
question from me that you knew who owned this whisky and how 
much they owned? 

Mr. Avis. If I did, I made an incorrect statement. 

Senator Kerr. Wait a minute, until I get through. And that you 
had that information, but it was prohibited by law for you to make it 
public, but you would gladly furnish it to the committee on a con- 
fidential basis? 

Isn’t that the gist of what you said? 

Mr. Avis. If I did say that, I spoke incorrectly. What I meant 
to say was that we could tell you from our official records the amount 
of whisky in the various warehouses of the distillers and the independ- 
ent warehousemen, but we do not know in all instances who owns the 
whisky. 

The CHArRMAN. You are prepared to tell us, if we should decide 
that we want it, the age of the whiskies that are stored in the various 
warehouses? 

Mr. Avis. That is right, owned by the various distillers. 

Senator Kerr. Then your statement to me about the acuteness of 
the need for relief was a surmise of yours, not based on knowledge 
that you have? 

Mr. Avis. Senator, I believe if you will permit me to finish my 
statement that I will clarify that. 

Senator Kerr. I think it would be very wholesome if you did. 

The CaartrMan. Go ahead with your statement. 

Mr. Avis. Thank you. 

The proposed extension of the bonded period would not substan- 
tially affect the aggregate revenue over a period of years. This is 
true because, even though the tax were reduced under existing law, 
the holders of any taxpaid distilled spirits would be entitled to a 
refund equivalent to the amount of the tax reduction. 

Senator Kerr. May I ask you a question, there? Under the pro- 
posed law, they are required to pay the tax at the end of 8 years, 
aren’t they? 
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Mr. Avis. Yes, sir. 

Senator Kerr. Are you telling the committee that in the event 
they sold that particular stock of whisky at a subsequent date after 
the tax has been reduced that the Government would owe them a 
rebate? 

Mr. Avis. Under the provisions of the law, under the refund pro- 
visions, all whisky that has been taxpaid would be subject to refund. 
Senator Kerr. Would you give me the citation of the statute? 

Mr. Avis. Section 1656 of the Internal Revenue Code. I would 
like to clarify that, Senator. Let’s assume, for the sake of argument, 
that at a later date this tax should be reduced in a greater amount 
than now provided by existing law, and that the Congress should make 
no provision for refund on stocks that have been taxpaid, then it 
might be argued that the passage of this bill would affect the revenue. 

Senator Kerr. | want to get this point clear. I am not aware of 
any law that automatically entitles the owner of bonded whisky upon 
which the tax has been paid to a refund in the event of a subsequent 
reduction in the tax. 

Mr. Avis. The law that increased the tax from $9 to $10.50 does 
provide, when that increase expires, for a refund. 

Senator Kerr. Is that the only refund that you know of that is 
provided for? 

Mr. Avis. Yes, sir. 

Senator Kerr. Then the statement that you have just made would 
have to be interpreted with at least that limitation. 

Mr. Avis. Exactly, and that is what I said to you, that if, at a later 
date, the Congress did decrease the tax—we will say for the sake of 
argument from $10.50 to $6—and made no provision for refund, then 
this whisky that came under the provision of this bill, that would have 
been forced out if the bill had not been passed, would involve some 
possible loss in revenue. 

Of course, I have this theory of this situation, Senator, if you care 
to hear me on it: That the consumer market is going to absorb just 
so much whisky— 

Senator Kerr. I am not questioning the accuracy of your statement. 

The CHarrMan. Let us have all the help we can get from him. Go 
ahead and explain. 

Mr. Avis. This is just my conception, that the tax is such a great 
part of the price of the whisky that the consumer market is just going 
to absorb so much whisky and, therefore, this bill is not going to ‘have 
any material effect on the revenue. 

Senator Kerr. I appreciate that opinion, and I must say that I 
will regard it in my deliberations, as I am sure every other committee 
member will, but it is not binding on the committee. 

Mr. Avis. Of course not. 

Senator Kerr. But if your statement here is accurate, itself, and 
I don’t believe it is accurate, I don’t believe you want an inaccurate 
statement on the record. 

Mr. Avis. I certainly do not, sir. 

Senator Kerr. And if it is inaccurate, I want to know it and I 
am sure that the others will, and therefore, if you will permit me, I 
will address myself to the statement again. 

Mr. Avis. All right, Senator. 
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Senator Kerr. You say even though the tax were reduced under 
existing law, the holders of any taxpaid distilled spirits would be 
entitled to a refund equivalent to the amount of the tax reduction. 

What vou have just told me is that the only provision in the law 
that you know of that provides for any reduction has to do with the 
last increase from $9 to $10.50 a gallon, and therefore, I take it that 
if a subsequent act of Congress reduced the tax to $6—— 

Mr. Avis. And made po provision for—— 

Senator Kmrr. And made no provisions, then there would be no 
refund beyond the $1.50 a gallon. 

Mr. Avis. That is right. 

Senator Kerr. And there would be no refund on anything other 
than those gallons which had had the $1.50 increase, and therefore, 
that statement is incorrect if it indicates—— 

Mr. Avis. That is right. 

Senator Kerr. That the holders of any of this whisky would be 
entitled to a refund equivalent to the amount of the reduction. 

Mr. Avis. Which is substantially what I said before; yes, sir. 

Senator Kerr. Therefore, the statement is inaccurate and needs 
that correction. 

Mr. Avis. It does, sir. 

Senator Kerr. All right. 

Senator Bennerr. Mr. Chairman, may I ask a question? Do I 
understand from this testimony that liquor which has been taken out 
of bond and on which the $10.50 tax has been paid and is now in 
private hands will be given a refund when and if the tax should drop 
back to $9? All liquor unconsumed in private hands? 

Mr. Avis. Not m consumers’ hands. In the possession of re- 
tailers, wholesalers, and distillers that has been tax paid. 

Senator Bennett. I am glad to get that straightened up. That 
sounds like a funny tax bill to me. 

Senator Kerr. It sounds like a funny one to me, and I want them 
to give me the particular statute which has that provision. I want to 
see in in the law. This is better than a correspondence course. 

The CHarrRMAN. Please read the law and give us the citation. 

Mr. Serr. Section 1656 of the Internal Revenue Code: 

With respect to any article upon which tax is imposed, under section 2800 (a), 
3030 (a), and 3150 (a), upon which internal revenue tax, including floor stocks 
tax, at the applicable rate prescribed by such section has been paid, and which, 
on April 1, 1954, is held by any person and intended for sale or for use in the manu- 
facture or production of any article intended for sale, there shall be credited or 
refunded to such person (without interest) subject to such regulations as may be 
prescribed by the Secretary, an amount equal to the difference between the tax 
so paid and the rate made applicable to such articles on and after April 1, 1954, 
by such section, if claim for such credit or refund is filed with the Secretary prior 
to May 1, 1954. 

The CuarrMan. So that if, after April 1, 1954, we should reduce— 

Senator Kerr. May I interrupt, Mr. Chairman? The witness 
addressed himself to the reduction that is in the law. 

The CuarrMan. Do you mind my bringing a question? 

Senator Kerr. No, not at all. 

The CHarrMan. I will start over again. 

Assuming that we reduced the tax $1 a gallon, after April 1, 1954, 
would we owe a rebate, and if so, to whom? 
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Mr. Avis. Under that law, Mr. Chairman, the tax is automatically 
reduced from $10.50 to $9, without the Congress extending it. 

The CuarrMan. I am going beyond that. I am figuring on another 
reduction, imaginative as it may seem. 

Mr. Avis. This applies only to this $1.50, and I would like to say 
that when the Congress increased the tax from $6 to $9, that they 
later made a similar provision for refund. 

The CHarrMan. So after April 1, 1954, what happens? 

Mr. Avis. I would say that if the Congress decreased the tax after 
April 1—in other words, if it went back to $9, due to failure to extend 
and then they made a further reduction without providing for a 
refund—the passage of this bill would result in a lesser amount of 
revenue. 

Senator Matong. Mr. Chairman. 

The CuarrMan. Senator Malone. 

Senator Matone. This is true, if I understand the law correctly, 
that it automatically goes back on April 1 to $9. 

Mr. Avis. That is right. 

Senator Matone. And this is true even though the tax were re- 
duced under existing law. 

Mr. Avis. That is right. 

Senator Matong. Now, if there was a new law there would be no 
refund? 

Mr. Avis. Exactly. 

Senator Matone. But under existing law, Senator, is what he is 
talking about, and I think that makes his statement correct. 

Mr. Avis. I have made the concession that the way Senator Kerr 
worded it, he is correct. I think my statement is correct insofar as 
it goes, but does need some elaboration. 

Senator Matonr. That means that if Congress passed another law 
that had nothing to do with this automatic reduction, then as the 
chairman has stated, there would be no tax refund? 

Mr. Avis. That is right, without their making provision for it. 

Senator Matone. But in the existing law, then, the tax refund 
would be made from that amount held by wholesalers or held for sale 
by someone? 

Mr. Avis. That is right. 

The CHarrRMAN. Senator Kerr. 

Senator Kerr. J thought that question was settled, but since it 
seems to be reopened, as J read your statement, and I want you to 
correct me if I am inaccurate 

Mr. Avis. I have agreed, Senator, with your analysis of this. 

Senator Krrr. J think the Senator has made a play on words. 
You say taxes reduced under existing law. In my own judgment, [ 
interpreted that, and I think you did, to mean a figure under that 
prescribed by existing law. 

Mr. Avis, No. 

Senator Kerr. I want to go back to the statute to which you 
referred. Do you have a copy of it? 

Mr. Avis. No, sir; I do not. 

Senator Kerr. It says that an amount equal to the difference 
between the tax so paid and the rate made applicable to such articles 
on and after April 1, 1954. What I want you to do is to identify that 
for me in the committee, because I don’t understand it the way you 
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do. It says with respect to any article upon which tax is imposed 
under section 2800 (a), and which one of these subsections applies to 
the excise tax on liquors? 

Mr. Serr. That is 2800 (a). 

Senator Kerr (reading): 

Upon which internal revenue tax, including floor stocks tax, at the applicable 
rate prescribed by such section has been paid, and which on April 1, 1954, is held 
by any person and intended for sale or for use in the manufacture or production 
of any article intended for sale, there shall be credited or refunded to such person, 
subject to such regulations as may be prescribed by the Secretary, an amount 
equal to the difference between the tax so paid and the rate made applicable to 
such articles on and after April 1, 1954. 

Is there a tax rate actually applicable to that article if it is in the 
hands of a wholesaler or in the hands of a retailer? 

Mr. Avis. The tax has been passed on by the distiller. 

Senator Kerr. I know. There is no tax applicable, as I understand 
it, to whisky except that which is in bonded storage owned by the 
warehouse and removed for sale. 

Mr. Avis. That is right. 

Mr. Serr. That is right. 

Senator Kerr. Therefore, there is no tax applicable to it, is there? 

Mr. Serr. Well, it is taxpaid. 

Senator Kerr. And for that reason, there is no tax applicable to it. 

Mr. Serr. No additional tax, you are right. 

Senator Kerr. No tax of any kind. 

Mr. Serr. Not under 2800 (a). 

Senator Kerr. Then in view of the fact that this is limited to the 
difference between the tax so paid and the rate made applicable to 
such articles on and after April 1, and in view of the fact that there 
is no rate applicable on those articles that have been taken out of 
that bonded warehouse, then there would be no refund since there is 
no tax applicable to it after that date. 

Mr. Serr. The section is written to provide for the refund, Senator. 

Mr. Avis. The whole purpose of it is to provide for refund in the 
event of a tax reduction due to a failure to extend the present rates. 

The CuarrMan. To whom is the refund made? 

Mr. Avis. The wholesaler or the retailer, whoever has the goods in 
his possession. 

Mr. Serr. Anyone who holds those goods for sale. 

Mr. Avis. That is the whole purpose of it. 

Senator Kerr. But that is the only section which provides for a 
refund and there would be none other than that, except some which 
the Congress, itself, hereafter — 

Mr. Avis. That is right; yes, sip 

Senator Lone. Mr. Chairman—— 

The CHarRMAN. Senator Long. 

Senator Lona. I would like to ask the witness this question: If we 
are going to give some adjustment to those who keep whisky in bond 
more than 8 years, can you tell me why in the world the public 
shouldn’t have the benefit of knowing that this whisky has been aged 
longer than 8 years? Are we going to put this provision in the law 
that they cannot advertise that just for the benefit of a few people 
who, for one selfish reason or another, don’t want the whisky adver- 
tised as being aged longer? 
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Mr. Avis. Senator, this is a compromise version worked out in the 
Ways and Means Committee. The industry now supports it and the 
Treasury did, in the Ways and Means Committee, raise that question, 
as to the validity of that provision, inasmuch as the disclosures of 
age were restricted. 

The Ways and Means Committee considered that and reported out 
this bill. They gave it a great deal of consideration. That is the 
best answer I can give you. 

The CuarrMan. Just one moment. Wasn’t the point that if the 
law gives this benefit to the distillers, presumably saving them a lot of 
money, at least immediately, that, therefore, he should not take credit 
for having longer aged whisky at the same time while getting the 
benefit provided by law? 

Mr. Avis. That is right. 

The CuatrMan. Whatever the merits of that may be, was that not 
the argument? 

Mr. Avis. That is right. 

Senator Lone. Here is the point I have in mind, that generally 
speaking, the same barrel of whisky, if aged longer, is presumed to be 
a better quality whisky. Is that not correct? 

Mr. Avis. There is a point beyond which it begins to deteriorate. 

Senator Lone. Did the Treasury recommend this particular pro- 
vision? 

Mr. Avis. The Treasury is now supporting this bill as is; yes. 

Senator Lone. Did the Treasury recommend that this particular 
provision be added to the bill when this bill was originally brought 
down for consideration? 

Mr. Avis. We helped work out the compromise. We lent a great 
deal of help to the Ways and Means Committee. Certain members 
of the Ways and Means Committee were endeavoring to find a solution 
to this problem for the industry, and we assisted in the best way we 
could. 

We did express the opinion that there was some question as to the 
validity, but Ways and Means Committee thoroughly considered that 
and I understand they satisfied themselves that there was not and 
they did report out the bill. 

Senator Lona. As the law stands today, is not any processor or 
producer of whisky entitled to put on the bottle how old his whisky 
is and how long it was aged in the barrel? 

Mr. Avis. Yes, sir. 

Senator Lona. Is he required to put on the bottle how old his 
whisky is? 

Mr. Avis. He can understate the age, but he cannot overstate. 

Mr. Russexyi. And he doesn’t have to put it on if it is over 4 years 
old. 

Senator Lone. Do you see anything in the public interest that 
would provide that a person who has aged his whisky for 12 years 
should not be permitted to state it? 

Mr. Avis. I don’t think so, as far as the public is concerned. 

Senator Lona. Generally speaking, the public would like to know 
long the whisky has been aged, wouldn’t it? 

Mr. Avis. I think generally, yes, sir. 

Senator Lone. My objection to this provision is that it appears to 
me to be just a special-interest provision worked out for the satisfac- 
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tion of a few of these distillers, which is not in the public interest. 
{t seems to me that when these legislative proposals come down, it 
is the function of the Congress to think about the public and what is 
good for all the people and not just what is good for one particular 
distiller or another. If we are going to pass a bill allowing for some 
adjustment, it would seem to me that we should not write this bill 
up to work out a compromise so every distiller in the country might 
happen to be satisfied with it if some of those provisions are not in 
the public interest. 

This particular provision seems to me to be completely a special 
interest provision without any consideratioa of the public interest 
at all. 

Mr. Avis. Senator, I am not going to argue that proposition with 
you. The Treasury is supporting this bill in what it considers the 
interest of the industry and the overall situation. 

Senator Lone. The Treasury usually has reasons for supporting 
these provisions, and usually the reason is that the bill is in the 
public interest. 

With regard to this particular provision, can you show me anything 
in the general national interest that this type of provision should be 
inserted in this law, that a person with whisky which has been aged 
beyoad 8 years should not be permitted to state that it has been aged 
beyond 8 years? 

Mr. Avis. Could I have just a minute? 

The Cuarrman. Surely. 

Mr. Avis. I don’t find anything in the public interest in that 
respect except that you have a distressed situation here and I doubt 
whether a distressed situation in the industry is in the public interest. 

The Cuarrman. Mr. Witness, 1 don’t know what the committee 
may decide about this, but would the Treasury be disappointed if 
that provision were left out? 

I am trying to find out what the official position on this is. I am 
not intimating what the committee might do, but if we should decide 
that that provision should not be in it, would the Treasury feel that 
its position on the bill had been materially altered? 

Mr. Avis. I don’t think so. 

The CaarrMan. All right. 

Senator Kerr. May I ask another question, Mr. Chairman? 

You are talking about the distressed position of the industry and 
from what I know about this—and I must say that I have tried very 
hard to find out who owns this whisky without any degree of success 
whatever—I have gathered information which leads me to contem- 
plate the probability that there are a number of small distilleries who 
are in acute distress and a number of very large distillers who are 
either in greater or less distress in accordance with their financial 
position. What would the Treasury think about it if this com- 
mittee decided to approve this bill with an amendment that each 
distiller would have an exemption under this bill of, we will say, a 
certain number of barrels, if they were owned by that distiller on 
January 1, 1954, but would not make any exemption over and 
beyond such a limited exemption. 

Mr. Avis. Well, I would want to consult with some of my superiors 
in the Treasury before expressing an opinion. I think there might 
be some question on that. 
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Senator Kerr. Would you tell me an approximate figure that the 
average small distiller might have that would be involved under this 
bill? Would it be 1,000 barrels or 5,000 or 10,000 barrels? 

Mr. Avis. Some of them have got more than that. 

Senator Kerr. I understand, but the average small distiller. Just 
give me some general figure which would not be binding, but which 
would give us some idea. 

Mr. Avis. Do we have those figures? 

Mr. Serr. It would be more than 1,000. 

Mr. Avis. I can’t answer that question. I will get that informa- 
tion for you, Senator, but I want to be accurate about this thing and 
I don’t want to speculate. 

Senator Kerr. I want to say that is very wholesome and I am 
seeking accurate information, and I appreciate your desire to give it 
to me. 

Mr. Avis. I will get it for you. 

(See letter and enclosures, p. 31.) 

Senator Kerr. After that has been done, the committee will be in 
& position to have an opinion as to how much of this particular article 
would be in the possession of the average small distiller. 

I believe you have told me that you are not now prepared to tell 
me what the Treasury would think if we decided to pass a bill that 
would give relief to the average small distiller and limit it to that. 

Mr. Avis. As I say, I would rather not attempt to state the Treas- 
ury’s position in that respect without consultation. 

Senator Kerr. Will you give us that after consultation? 

(See letter and enclosures, p. 31.) 

Mr. Avis. I will, sir. 

Senator Martone. Mr. Chairman. 

The CuarrMaNn. Senator Malone. 

Senator MaLone. It seems clear from the discussion that any 
change we would make in the bill here reported to the Senate and not 
passed by the House would then go to conference and the Treasury 
would have nothing to do with it, and neither would anyone else, 
except the conference committee, and then there would be the adop- 
tion by both houses. 

So it wouldn’t make any difference what we intend to do here. 
Now, I would like to ask you a question as to what is behind the 
reasoning that limits the storage of whisky in the first place, the age. 
As I understand it, foreign countries have no such limitation and 
therefore, whisky made in Canada or Scotland or England has that 
certain advantage. What was behind the reasoning that probably 
the Treasury recommended to the committee in the first instance 
that limited it to 8 years? 

Mr. Avis. Will you answer that question, Mr. Serr? 

This law has been in existence for a great many years. 

Senator Matone. Yes. I heard the argument on it. 

Mr. Serr. That probably is a historical development of our taxing 
system. Originally, the distilled spirits tax was supposed to be paid 
at the time of production. Then later. the Congress allowed the 
distiller to retain his whisky in warehouses for a year 

Senator Matonn. One year? 

Mr. Serr. One year. But he had to pay the tax within that 1 
year. Then it was later extended to 3 years. Then in 1894 it was 
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extended to 8 years. At that time, distillers were under a limitation 
as to what losses would be permitted in storage, and a table of loss 
allowances was written into the law which provided that for each 6 
months’ period that the whisky was in the warehouse, the Golén- 
ment could allow not in excess of a certain quantity due to leakage 
and evaporation. 

That schedule of loss allowances ran up to 7% years, and 8 years was 
the time limit. 

Senator Matone. Then all this bill does is give consideration to the 
extension of the time limit and the cost has already been set by 
Congress. It is simply a tax collection setup. As long as the Treas- 
ury now agrees that there will be no loss of revenue due to the manipu- 
lations under this recommendation, they are willing to go along, is 
that about it? 

Mr. Serr. That is right. May I add one thing to what I said 
before? In 1950 the Congress took out this schedule of loss allowances 
so that today we do not have any limit as to what the allowance 
may be during that 8-year period of storage. 

Senator Matons. Then that is in the judgment of the revenue 
collector, coupled with the estimates made by the owner? 

Mr. Serr. That is right. So today we are not tied into a schedule 
of loss allowances, and whether the Congress puts it at 8 or 10 or 12 
years makes no fundamental change in our system of tax collection. 

Senator Martone. Then the Treasury believes that it is advan- 
tageous to everyone concerned in this particular instance to extend 
the period? 

Mr. Serr. That is right. 

The CHarrmMan. As to the general aging of whisky, is there not a 
common opinion that aging is good for whisky? 

Mr. Serr. Aging is good for whisky, especially up to a certain 
point. Beyond that, there is some question as to whether it adds 
to the quality of the whisky. 

The CrHarrman. Is it possible that the Congress might have had 
that in mind when it passed laws respecting the aging of whisky? 

Mr. Serr. Oh, yes. . 

The CHarrMAN. Go ahead with your statement. 

Senator Frear. Mr. Chairman, he says it makes whisky good. 
What makes whisky good? 

Mr. Serr. Aging in wooden barrels. 

Senator Frear. What is the difference between 1-year-old whisky 
and 8-year-old whisky? 

The Cuarrman. Why, you know that. 

Senator Frear. I wasn’t sure everyone agreed with me, Mr. 
Chairman. 

Mr. Avis. May I resume? The bill would impose upon the Gov- 
ernment the burden of safeguarding the whisky in the interest of 
revenue protection for a longer period, but this would not appreciably 
increase the cost of supervising warehouse operations. The bill 
presents no serious administrative problems. 

Mr. Chairman, the present distressed condition in the distilled- 
spirits industry results from a combination of factors. I am not 
going to attempt to justify the industry’s present whisky inventory, 
nor to argue its case for the enactment of this bill. 
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The industry representatives who will make statements to this 
committee are much more familiar with their situation than I am. 
I have read the statement of Mr. C. K. McClure, secretary and treas- 
urer of the Stitzel-Weller Distilling Co., who, as I understand it, is 
authorized to speak for the entire industry. 

In my opinion, his statement constitutes a comprehensive presenta- 
tion of the industry’s problem. I would say just this to the committee: 
Whisky production was suspended during the war when the facilities 
of the distilled-spirits industry were converted to the production of 
alcohol. 

Whisky inventories were drastically depleted. After the war, 
beginning with the fiscal year 1946, and for each succeeding fiscal year 
up to and including 1952, production greatly exceeded withdrawals 
and losses due to leakage. 

Senator Bennett. Mr. Chairman, may I ask a question at this 
point? 

Do we infer from that statement that in 1953 the production was 
less? 

Mr. Avis. It was; yes, sir. The industry began to adjust produc- 
tion in more direct relation to probable future requirements. It was 
substantially less. 

Senator Bennett. Reference has been made to H. R. 5407 and 
H. R. 7651 in the last Congress. Do you know when those bills were 
introduced? 

Mr. Avis. The Eberharter bill was introduced in 1952, and the 
Saylor bill last year. 

This bill is the compromise version of the original Saylor bill 

Senator Bennerr. So the industry actually went on producing in 
excess of consumption in the face of the introduction of the original 
bill? 

Mr. Avis. I would have to calculate that situation. 

What do you say about that, Mr. Serr? We are talking about 
fiscal years, now, and we have to adjust ourselves. 

Senator Bennett. I am just curious as to when the industry 
recognized its mistake and began to correct it in relation to the time 
it asked for relief from the Congress. 

Mr. Avis. I would say beginning with the fiscal year 1953 it 
definitely did, yes. 

Senator Bennett. That was after the request for relief had been 
introduced in the Congress? 

Mr. Avis. Yes, I think that is correct. 

Senator Bennetr. Thank you, Mr. Avis. 

Senator Matone. Mr. Chairman. 

The CuarrMan. Senator Malone. 

Senator Matone. I think a little information on the amount of tax 
might be helpful for contemplation. Would you give us the amount 
of tax per gallon prior to 1898? Can someone do that from memory? 

Mr. Serr. It was around 80 or 90 cents a gallon. 

Senator Matone. That is up to 1898? 

Mr. Serr. That’s right. 

Senator Matone. Did they increase it in 1898? 

Mr. Serr. I think they increased it to about $1. 

Senator Matone. I call attention of the committee that from 1898 
it was increased until now it is $10.50. Then the storage period was 
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limited to 1 year. It apparently didn’t make very much difference 
because it was well under a dollar a gallon. In 1898 it was 6 years 
and the $1 a gallon was an appreciable amount at that time. But, I 
call attention of the witness that $10.50 a gallon is a large amount. 
If there were only a $1 a gallon tax now, and this bill were introduced, 
what would you say about that. 

Mr. Avis. I think that would naturally follow. 

Senator Matone. In other words, $10.50 a gallon is an appreciable 
amount and when you are talking about 10,000 barrels of whisky, it 
is a lot of money, whereas if it were less than $1 a gallon, it probably 
wouldn’t be enough to bother with. 

Mr. Avis. That’s right. 

Senator MaLone. I would like to ask, too, that the table of taxes 
on whisky starting well before 1898, when it was just a few cents a 
gallon, be submitted for the record. 

The CHarrMaANn. Will you put it in the record? 

(See letter and enclosures, p. 31.) 

Mr. Avis. I might say that the tax was first increased to $2 a 
gallon after repeal of prohibition. 

Senator Matoner. Will you produce that table for the committee? 

(See letter and enclosures, p. 31.) 

Mr. Avis. I will resume my statement. Yearend stocks in bonded 
warehouses increased from 307 million tax gallons for the fiscal year 
1945 to 730 million tax gallons for the fiscal year 1953. 

I might say that stocks were reduced to about 716 million tax 
gallons by the calendar yearend of 1953. 

Senator Kerr. Would you tell the committee how many gallons 
now in storage would, in the ordinary course of events, without the 
passage of this act, be subject to taxation this year? 

Mr. Avis. Now, you are talking about whisky and neutral spirits? 

Senator Kerr. I am talking about whatever it is that you are 
seeking relief for. 

Mr. Avis. This bill relates primarily to whisky. It covers all 
distilled spirits. 

The Cuarrman. How many gallons of 9-or-more-year whisky are 
there in storage at the present time? 

Senator Kerr. I don’t believe that is quite his question. 

The CuarrMan. Do you mind if we get that in? Then we will 
come back to the question. 

Senator Kerr. Oh, all right. 

Mr. Serr. As of December 31, 1953, there were 16,504,137 tax 
gallons of whisky which would have to come out before December 31, 
1954. It will have to come out during this calendar year. 

The CHarrMan. Is that gallons? 

Mr. Serr. Gallons. 

Senator Kerr. How much will come out in the ordinary transaction 
of their business? 

Mr. Avis. Of 8-year-old whisky? 

Senator Kerr. Of this 16 million gallons. 

Mr. Serr. How much will come out in the ordinary course? 

Senator Jonnson. Normally. 

Senator Kerr. In the normal course of business. 

Mr. Serr. Well, you are going to have to guess to a certain extent, 
because this business is flexible. This past year they took out 13 
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million gallons and had considerable difficulty getting it out. I am 
only talking about that which is forced out which reaches the eighth 
year and, therefore, must be taxed during that year. 

Senator Kerr. Maybe you can help me to find out how much in 
terms of gallons, and, therefore, in terms of dollars and cents, we are 
talking about. From what you have said about $10.50 a gallon, we 
are talking about $175 million for 1954 on the basis of $10.50 a gallon 
for 16,500,000 gallons. 

Mr. Serr. Yes. 

Senator Kerr. The purpose of my question is to ascertain, if I can, 
how much of that will be saved to the distillers in the event we pass 
this bill. 

Mr. Serr. You mean how many gallons will not be taxpaid as a 
result of this bill? 

Senator Kerr. You have told me that the 16,504,000 gallons that 
are now 8 years old and under the law has to have the tax paid on it——— 

Mr. Serr. They will have to be taxpaid before December 31 this 
year. 

Senator Kerr. As I understand it, there is no question but what 
they are willing to pay the tax on that which they take out and sell. 

Mr. Sure. Right. 

Senator Kerr. Therefore, I was trying to find out how much of this 
would, under the normal course of operations, come out and be sold 
and with reference to which there would be no question and then, how 
much the remainder is that can substitute the distress factor that I 
think the witness is addressing himself to. 

Mr. Avis. I have tried to cover that situation, I believe, a little 
later. 

Senator Kerr. I have read all of your statements and I assure you 
that it is not covered in a way that gives me the information and if 
you don’t want to, or can’t give me the information, say so. 

The CHarrman. If you can’t answer the questions, please say so. 

Mr. Serr. We have a chart which involves some estimates as to 
what this situation will probably develop into year by year in the 
absence of this legislation. 

Senator Kerr. That is very fine and I am sure you are prepared 
to present it in the way that you want to, but with the multitudinous 
subjects that come before me, and with the many problems involved, 
I have to pursue a way which is determined by my limitations in 
order to get the information that I want. As of now, the information 
that you have given me is that there are 16% million gallons affected 
this year. How many gallons will be 8 years old at the end of this 
year, and with references to which the tax would have to be paid in 
1955? 

Mr. Serr. 26,276,000 gallons. 

Senator Kerr. How much are we talking about that will become 
8 years old in 1955, and with reference to which the tax will have to 
be paid in 1956. 

Mr. Serr. Then it goes to 88,843,000 gallons. 

Senator Kerr. So, what we are talking about is $175 million this 
year and $275 million next year and a billion and a quarter dollars 
the next year. 

Mr. Serr. That’s right, if none of these spirits are taxpaid in the 
meantime. 
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The Cuarrman. I would like to ask a question. How much would 
come out normally, irrespective of this law? 

Mr. Serr. Normally about 70 to 75 million gallons will be taxpaid 
each year. There are, in addition, some 25 or 30 million gallons 
which are written off as losses because of leakage and evaporation. 
So, the total quantity that has to be accounted for each year runs in 
the ne ighborhood of 100 or 105 million gallons. 

Senator Kerr. But, that is of all ages, as I understand it. 

The CHarrMAN. I am asking you how much normally comes out 
8 years and older. 

Mr. Serr. This past year it was around 13 million gallons and, as 
I said, they had difficulty in doing that. You have to remember that 
this is a comparatively new industry. 

Senator Kerr. The whisky business is comparatively new? 

Mr. Serr. Insofar as the present industry is concerned, it started 
with repeal in 1933. There was a period of prohibition when they 
were out of business. So when repeal came along they started from 
scratch. At that time they had to build their plants, build up inven- 
tories, try to get whisky in warehouses so it could age and be properly 
marketed. They went into it without knowing exactly what the 
market was going to be. By 1939, or 1940, they found themselves in 
a stage of overproduction. They had overestimated their market. 
However, the war came along and bailed them out. With the war, 
further production was stopped and they were fortunate they had 
those excessive stocks. It carried them through. Then, after the 
war, they tried to get back into business again and build up their 
stocks. Again, they went through a period of excessive production. 
In 1948 and 1949, they brought their production down considerably, 
but when the Korean situation came along it frightened them into 
starting up again and they produced 205 million gallons in that 1 
year, which was twice as much as they needed. Last year, the produc- 
tion was down to 65 million gallons. 

The CuarrMaNn. Let me ask this again. How much of this 8-year- 
old or older whisky passes into circulation normally a year? 

Mr. Serr. Normally, I would say, looking back over the past 10 
years, it will run between 5 and 10 million gallons. 

The CHarrmMan. And how much is stored at the present time of that 
type of whisky? 

Mr. Serr. There will come out this 1 year, 16% million gallons. 

The Cuarman. I am talking about 8-year-old whisky, or older. 

Mr. Serr. You understand, Senator, whisky that was put into 
storage back in 1946 becomes 8 years old in 1954. 

The Carman. That is a mathematical calculation. 

Mr. Serr. There are 16% million gallons. 

The CuHarrMan. I am asking you for the net result. How much 
stands in the warehouses 8 years or older, and how much is taken out 
ach year normally? 

Mr. Serr. I think I misunderstood the point. Normally, as I 
said, between 5 and 10 million gallons of 8-year-old whisky. 

The CuarrmMan. How much of that type of whisky is standing in 
the warehouses? 

Mr. Serr. Under the law, no whisky may remain in there beyond 
the 8 years, so that today the only whisky—- 

The CHarrmMan. How much is it? 
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Mr. Serr. 16% million will become 8 years old this year. 

The CuatrMan. I think I am still confused. What is the total 
stock in storage of 8-year-old whisky, or older? 

Mr. Serr. Actually, there is none because the law does not permit 
it to go over 8 years. There is a small quantity—to qualify that a 
little bit—that on December 31, 1953, about 350,000 gallons, which 
they could not tax-pay 

The CuatrMan. We'll pass the small quantity for the present time. 
Roughly speaking, now, there are no stocks 8 years or older? 

Mr. Serr. Except those that were not taxpaid and are being forced 
out. 

The CuHarrmMan. How much does that amount to? 

Mr. Surr. I don’t have the figure as of today. 

The CHatrMan. Well, give me a rough figure. 

Mr. Serr. I don’t think it runs more than a half million gallons. 

The CHarrmMan. And at the same time you are passing normally 
how many million gallons of that type of whisky? 

Mr. Serr. Normally between 5 to 10 million gallons a year, but 
they have 16% million gallons of that type of whisky which must come 
out this year. That is their problem, about 2 to 3 times their normal 
consumption of 8-year-old whisky has to come out this year. 

The CHatrMan. All right. 

Mr. Serr. Three or four years from now it will be much greater 
than that. 

Senator Matonr. You say 13 million last year. Why do you say 
5 to 10 million normally? 

Mr. Avis. That was abnormal. 

Mr. Serr. I was talking about average. This 13 million was 
already to a large extent the result of the 8-year force-out. 

Senator Matonr. How much of it was forced out that wouldn’t 
normally come out last year? 

Mr. Serr. That is a difficult question to answer. 

Senator Matone. Let’s put it this way: How much of that 13 
million that was forced out is still on some retailer’s shelves that 
would come under a refund here in case this bill passes? It looks 
like we ought to know that. 

Mr. Serr. We do not get complete reports, except from distillers, 
rectifiers, and wholesalers. 

Senator Matone. Let’s say the average is 5 to 10 and it would be 
7 million that would come out, or 6 million, that they have not paid 
tax on, that is still on the shelves some place, according to your 
statement. 

Mr. Serr. Not necessarily. I said that more was forced out last 
year than ordinarily comes out of the 8-year category. 

Senator Matone. Do you have any idea how much of this 13 
million that was forced out due to the fact that they had to pay the 
tax is still ready for sale someplace, but has not gone into the hands 
of the consumer? 

The CuHartrman. Couldn’t you deduct what went out the year 
before from what went out last year and get a rough figure? 

Mr. Serr. I didn’t hear that. 

The CuarrMan. Couldn’t you deduct what went out the year before 
from what went out last year and thus get a rough figure on the 
whisky forced out? 
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Mr. Serr. I think you will find that actually, of this 13% million 
gallons, at least half of it was forced out before the proprietor was 
ready for it. 

Senator Kerr. Pursuing the chairman’s question, did you ask him 
what came out in 1952? 

The Cuarrman. I[ didn’t ask him that figure. I asked him to do 
the digging. I may be all wrong, but it seems to me if you deduct 
what went out the year before and what went out last year, you 
have some idea of the force-out. 

Mr. Serr. Would you care to listen to a few figures? 

Senator Kerr. I would like him to tell us how much came out in 
1946, 1947, 1948, 1949, 1950, 1951, and 1952. 

The CuarrMan. Let’s get into that later. Just give me that simple 
figure of how much was forced out last year by deducting what went 
out the preceding year from what went out last year. I assume there 
is no great increase in whisky consumption. Is there any great 
increase? 

Senator Matone. Well, there may have been, Mr. Chairman. We 
opened a lot of stills when we raised the tax to 10%, so the whisky 
consumption may have increased, 

Mr. Avis. The industry had the biggest year last year that they 
have ever had, with the exception of 1946. 

The Cuarrman. Then is whisky consumption per capita increasing? 

Mr. Avis. Tax payments have increased. 1946 was a big year and 
that was a year in which the gadgets were not yet available for the 
public to buy. Last year was the biggest year that they have ever 
had with the exception of 1946. 

The CuarrmMan. Give us the two figures of what went out last year 
and what went out the preceding year. 

Mr. Serr. I have some figures here which are really fiscal year 
figures. 

The Cuarrman. All right. 

Mr. Serr. The fiscal year 1953 was 2,215,000 gallons that went out 
in the 8-year category. 

Senator Kerr. That is, there was that much 8-year old whisky 
that went out? 

Mr. Serr. Yes, in the 8-year-old category. In the fiscal year 1952 
it was only 1,363 gallons. In the fiscal year 1951 it was 1,501,000. 

The Cuarrman. How do you account for the difference between a 
million and a thousand? 

Mr. Serr. That is the result of the war shutdown. 

The CHarrMan. | see. 

Mr. Serr. In 1943 and 1944 they were not able to make whisky 
so there was no force-out whisky in 1952. 

The CHarrMANn. Those 2 years, then, do not give you a fair figure 
if you deduct one from the other. Then, let’s get at it on an average. 

Mr. Serr. That is why I went back over a period of years. 

The Cuarrman. All right; give me a period of years. 

Mr. Serr. 1950, 12,733,000; 1949, 12,221, 000; 1948, 7,327,000; 
1947, 4,760,000; 1946, 3,424,000. 

The CuarrMan. Then there has been a rapid increase in consump- 
tion of that type of whisky; is that right? 

Mr. Serr. That’s right. There has been an enforced swing toward 
the older whisky. 
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The CuarrmMan. And that was uneffected in the earlier years by 
this problem? 

Mr. Serr. That’s right. 

Senator Jounson. Mr. Chairman, may I ask this question? I 
don’t understand the switch from the calendar year to the fiscal year 
when, as I understand it, the tax is payable on a calendar-year basis. 
You have been talking about the deadline on December 31 of each 
year. Is that right? 

Mr. Serr. We tried to give the latest figures available in making 
our calculations. The last age statement we had is as of December 
31, 1953, so our calculations were, therefore, based upon periods tied 
into the close of the calendar year. Normally, our books are set up 
on a fiscal-year basis. 

The CuatrrMan. When you depart from fiscal years, will you always 
say so, so we know what you are talking about? 

Mr. Serr. Yes. 

Senator Jonnson. Why have you been talking here about the 
amount that has to get out in the calendar year of 1954, 16 million, 
as though December 31 were the deadline? 

Mr. Serr. Actually, no particular date like that is of any signi- 
ficance, because the way the law reads, the whisky must come out of 
bond 8 years from the time it is put in. So if it is put in on the 3d 
of March, 8 years after the 3d of March 1954 it must come out. 

Senator Jonnson. Then why do you speak of the calendar year, 
or why didn’t you stay with it? What is the object of going to a 
fiscal year? If it can come out of there on the 10th of November, or 
the 10th of March, or the 10th of April, why don’t you stay with the 
calendar year so we don’t get all balled up with the 2 years? 

Mr. Serr. I’m sorry. As I said, our figures and our reports, the 
commissioner’s annual reports, are issued on a fiscal-year basis which 
ends June 30. Therefore, normally our figures are set up on June 30 
of each year. However, because of the particular situation here, we 
tried to get the latest inventory figure, which was December 31. 

Senator Jounson. It seems to me you would have to stay with 
the calendar year. If it is variable all through the year, it seems to 
me you would have to base all your statements on the calendar year. 

Mr. Serr. Well, we'll be glad to provide you with figures on either 
basis. 

Mr. Avis. Or on both. 

Mr. Serr. Although the fiscal-year figures are more readily available 
to us 

Senator Jounson. The fiscal-year figures will be distorted. They 
won’t give us the information that we need and they won’t be realistic 
if there are withdrawals all though the year. We had better stay with 
the calendar year because otherwise we are going to get mixed up if 
we are trying to understand the question. 

I have another question that I would like to ask this witness some- 
time, and perhaps this is as good a time as any. 

We talk about the distilling industry as though it were one component 
part. There are many parts to it like the big distillers and the little 
distillers and the medium-sized distillers, and my question is, Who 
has caused this overproduction? Has it been the big distillers or the 
little distillers or the medium-sized {distillers? Congress has been 
dealing with surpluses. It is not an easy subject to deal with, but 
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we have had it with us a long time and we’ll have it with us a long 
time from now. One of the remedies that we have for that is alloca- 
tions. Is there any proposal here that if the big distillers caused all 
of this difficulty, that we are going to hold them down to a certain 
production? If you treat it all as one industry, and a—say—very 
large distiller, can’t he throw the whole thing out of kilter by a very 
extended production and injure the little distiller? It seems to me 
that he might. I know it is the feeling of Congress that we want to 
help the small-business man, because he has a more difficult time 
operating. I think the spirit of the committee would be—not to 
get it mixed with the spirits that you are talking about—to assist the 
smaller distiller in every way that we could. But, without some kind 
of a plan of allocation to correct this problem in the future, it seems to 
me that we are working at cross purposes. One big distiller could 
make it very difficult for a whole dozen little distillers if you just go 
blind and treat them all as one industry, without any breakdown. 
Is the purpose to have a breakdown, to find out who is the fellow who 
has caused this very huge and unassimilated surplus? 

Mr. Avis. We can furnish production figures for the various plants. 

(See letter and enclosures, p. 31.) 

Senator Jonnson. Do you know offhand who it is that has caused 
the great difficulty? Has it been equal, percentagewise? 

Mr. Avis. There has been overproduction. 

Senator Jonnson. Yes; overproduction by the industry, but I am 
talking about who in the industry has been causing this trouble. 

Mr. Avis. I think they are more or less all involved. Some of them 
have overestimated their ability to market—— 

Senator Jonnson. Sure, they are all involved. There is no ques- 
tion of them being all involved in it, as long as you consider the single 
industry. 

Mr. Avis. We'll be glad to supply to the committee the informa- 
tion concerning the production of the various plants and the stocks 
held in their warehouses. 

Senator Jounson. I would like to find out if there is a villain here, 
who the villain is so we can handle the thing in some justice and with 
equality in mind. 

Mr. Avis. May I proceed, Mr. Chairman? 

Senator Matonr. Mr. Chairman, couldn’t we have this table to 
which the witness has often referred inserted in the record? 

The CuHarrMan. Is there any reason why it shouldn’t go in the 
record? 

Mr. Serr. No reason. 

The CHAtRMAN. Put it in the record. 

(See letter and enclosures, p. 31.) 

Senator Kerr. That is the information which I thought the 
Chairman ruled he would give us in executive session. 

The CuarrMan. That is a different type of information. 

Mr. Serr. This table is based on yearly figures and does not 
involve individual plants 

Senator Kerr. Pardon me. 

Mr. Avis. May I resume? Regardless of the reasons which led to 
the accumulation of the present whisky stocks or the justification 
therefor, the facts are that the whisky surplus coupled with the 
force-outs and threatened force-outs of whisky reaching the limit of 
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the bonded period has so depressed the bulk whisky market that 
bourbon whisky between 4 and 8 years old is being offered at cost of 
production, plus carrying charges, or less. Rye whisky of the same 
ages is being offered at substantially below cost. 

Senator Kerr. Is it the purpose of the Treasury to relieve that 
situation? 

Mr. Avis. It is certainly the purpose of the industry and the 
Treasury has indicated its support of the bill. 

Senator Kerr. Then would this bill appropriately be designated as 
one in substituting a system of support prices for whisky? 

Mr. Avis. I don’t think so, Senator. 

Senator Kerr. You have addressed yourself to the distressed 
conditions created by surpluses which are compelling the sale of 
whisky at cost or below cost as part of your recommendation for 
the passage of this bill, I take it. 

Mr. Avis. Yes, I think that’s correct, Senator. 

Senator Kerr. I just wanted to ask you how it was that the 
Treasury was so interested in securing the passage of a bill for sub- 
stituting support prices for whisky and the Department of Agriculture 
doing all it could to prevent the passage of a bill to provide support 
prices for agriculture. 

Mr. Avis. Well, that is a difficult question since I just said I don’t 
think this a price-support bill. 

Senator Kerr. I thought it was a difficult question, but I would 
like to have an answer. 

Mr. Avis. You can draw your own conclusions, Senator. 

Senator Kerr. I am going to do that, and you can either answer or 
decline to answer. 

Mr. Avis. I don’t want to be disrespectful. 

Senator Kerr. You don’t need to be to answer a question. I 
don’t care what respect, or lack of it you have for me. 

Mr. Avis. I have a great deal, sir. 

Senator Kerr. When you come here for testimony, you had better 
come here prepared to answer questions 

The Cuarrman. I don’t think the witness need answer contrasting 
the policies of two departments. 

Senator Matonr. Mr. Chairman. 

The CuarrmMan. Senator Malone. 

Senator Matone. In fairness to the distillers, I think we should 
call attention to the fact that there probably would be less revenue 
collected by the Government if we do not pass the bill. I don’t say 
I think that. You can draw that assumption and I am not stating 
it asa truth. But, if you force this out, the alternative is that they 
redistill the liquor and then it has to go 8 years again before you can 
force the tax to be collected. Then they can export this an or 
just across the line some place in some foreign country, like Canada, 
and store it and you could not collect it. Then, in his testimony he 
says there were 357,000 tax gallons produced in 1945, but they were 
unable to make arrangements to pay, so they just left it there. Asa 
matter of fact, I think the whole point is being overlooked, that the 
Government is not going to profit by this particular forceout. It is 
very likely that it will be exported for storage, redistilled, or just left 
for the Treasury to do the best it can with it. 

I think we are overlooking that point. 
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The CuHarrMan. Proceed, Mr. Witness. 

Mr. Avis. During the last 6 months of 1953, 2,450,000 tax zallons 
of whisky were transferred to customs manufacturing bonded ware- 
houses ostensibly for export. This is 10 times the average annual 
quantity heretofore transferred. During the same period of time at 
least 250,000 tax gallons were redistilled in order to avoid the imme- 
diate payment of excise taxes. 

The CHatrMan. Let me ask you what happens when a distiller 
transfers a gallon of whisky to a customs bonded warehouse. 

Mr. Avis. That whisky must be ultimately exported. It cannot go 
back into internal-revenue bond. 

The CuHarrMan. And what is the tax significance? 

Mr. Avis. There is no tax. It is exported tax-free. 

Senator Matonge. That was my point, Mr. Chairman, that you can 
put it in a bonded warehouse for export and not pay it at all and re- 
distill it or abandon it. 

The CuarrMan. Is there any limit on the amount of whisky that 
can be put in one of those exporting warehouses? 

Mr. Avis. No; there is no limit. 

The CuarrMAN. Do they have to get a license to operate the export- 
ing warehouse? 

Mr. Avis. It has to be qualified and applications must be made 
for transfer. 

The Cuarrman. Would it be possible for the industry to simply 
transfer this stuff that is distressing them into this kind of a warehouse 
and let it rest there? 

Mr. Avis. That, in my opinion, is what has been done, Mr. Chair- 
man. There might be a point beyond which the Treasury might take 
action to preclude that. 

The Cuarrman. What action could it take under the law? 

Mr. Avis. Well, it could refuse to approve the applications, but the 
people that have transferred this whisky have stated that it is for 
export and we believe that in the final analysis they must export it. 

The CuarrMan. Under the law, have you the power to say, “No, 
this is phony. It is not really for export. You are trying to evade 
the tax’’? 

Mr. Avis. I think we would probably have the power; yes, sir. 

The CHarRMAN. | am not talking about the power, but the right. 

Mr. Avis. The right. ¢ 

The CuarrMan. Under the law? 

Mr. Avis. Yes. 

Senator Kerr. Might you even have the duty to do that? 

Mr. Avis. I think if we became convinced this was not actually 
going to be exported, we would; yes, sir. 

Senator Kerr. In view of the fact that it was—did you say it was 
10 times the ordinary amount? 

Mr. Avis. That’s right. 

Senator Kerr. How many years would it go on before you would 
become convinced that it was not actually for export, but was an 
evasion of tax and that you did have a duty to prevent further 
transfer? 

Mr. Avis. We are exploring that now, Senator. 

Senator Jonnson. Does the problem you are facing there have any- 
thing to do with the recommendation of the Treasury that Samoa and 
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the Virgin Islands and Guam and some other places be considered as 
export countries where you can send this liquor without tax? 

Mr. Avis. I don’t think so; no, sir. 

Senator Bennett. Mr. Chairman, I would like to ask the witness a 
question. 

Senator Jounson. What was the answer? 

Mr. Avis. No, sir. 

Senator Bennett. Once this whisky is transferred into a customs 
manufacturing bonded warehouse, it can go nowhere except into 
export. 

Mr. Avis. That’s right, sir. 

Senator Bennett. There are no conditions under which the seller 
or the transferor can recover it and bring it back into the domestic 
market, so he has either got to export it or abandon it. 

Senator Jonson. Or send it to Guam, Senator. 

Senator Bennett. Or Puerto Rico. 

Senator Kerr. He can send it to Puerto Rico, Guam, Samoa, 
Panama, or the Virgin Islands, under the bill that was introduced. 

The CHatrMan. It didn’t pass, Senator. 

Senator Bennett. It shall not pass. 

The CHatrMan. What does it cost to redistill a gallon of aged 
whisky? 

Mr. Avis. I don’t know. The industry has taken the position, I 
understand, that it involves about a 90-percent loss. That includes 
carrying charges and everything. 

The Cuatrman. Do you know anything about that? 

Mr. Serr. The actual cost of redistillation, the physical running of 
it through the still, is fairly cheap. Five or ten cents a gallon will 
take care of that. But, if the whisky is aged to 8 years and has a 
potential value, let us say, of $2 or $3 a gallon, when it is redistilled 
it loses all of its age and comes out as new whisky or new spirits 
again. So, by the process of redistillation they lose all of that value. 

Senator Kerr. They lose the value, but not the cost? 

Mr. Serr. That’s right, not the cost of the materials which were 
originally used. 

The CuarrMan. Proceed, Mr. Witness. 

Mr. Avis. The owners of 357,000 tax gallons produced in 1945 
were unable to make arrangements to pay the tax on the whisky and, 
therefore, left it in bonded warehouses subject to assessment and 
penalties. 

The CuatrmMan. What are the penalties? 

Mr. Avis. Five percent. 

The CuarrMan. Per year, or per month? 

Mr. Avis. Only one 5-percent penalty attaches. 

Senator Kerr. Does that constitute a liability against the company 
or just a lien of the whisky? 

Mr. Avis. Against the company, the producer. The Government 
holds the original distiller, regardless of who the owner is. There is 
also a lien against the whisky. 

The CuarrMan. Go ahead. 

Mr. Avis. Mr. Chairman, this is just the beginning. As time goes 
on larger quantities of whisky will reach the 8-year limitation and be 
forced out of bond for which there is no foreseeable firm market. 
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Mr. Chairman, H. R. 5407 constitutes no permanent solution to 
the industry’s whisky surplus problem. This can only be accom- 
plished by adjusting production to conform to existing stocks and 
future trade requirements. The bill, would, however, relieve the 
present distress situation in the industry and provide the industry 
with an opportunity to arrange for the disposition of the older whisky 
stocks i in a more orderly manner. 

The CHarrMan. Are there any questions? 

Senator Bennetr. Mr. Chairman. 

The CHarrMan. Senator Bennett. 

Senator Bunnert. One more. As I understand it, the bill would 
extend the period for 4 years on which the whisky might be kept in 
stock without payment of the tax. Yet, the production tables show 
the worst peak of overproduction was in the year 1951, which will come 
to a force-out situation 5 years from now. So, we are not solving the 
problem even with a 4-year program. 

Mr. Serr. The bill applies to any whisky that is now in warehouses. 
The 1951 production referred to in your question is in warehouses 
and would be covered by this bill. 

Senator Kerr. It would go 4 years beyond the 8 years, which is 
presently the termination period of any whisky now in storage. 

Senator Benner. I see. It is not for calendar years from this 
date? I’m glad to get that straightened out. 

Senator Jounson. I have a question, Mr. Chairman. 

The CHarrMan. Senator Johnson. 

Senator JoHNson. Is there any practical way, may I ask the 
Treasury, of placing this distressed whisky in a separate category 
that has to be carried over the 4-year extra period and charge that 
back to the fellow that cused the surplus? In other words, the amount 
that you put in that extra 4-year category, if that is charged up 
against the fellow who put it in there, we might let him cut down the 
amount that he puts in thereafter until he straightens out his own 
balance sheet. 

Mr. Avis. I don’t believe that would be practical at all, Senator. 
You have the problem of the ability to market whisky, as far as the 
individual companies are concerned. In other words, some of these 
companies didn’t produce any more than they needed to meet their 
own requirements. Furthermore, some of their businesses increased 
more rapidly than others. I just don’t see how you could devise 
any such approach as that. 

Senator Jounson. The trouble, of course, is that you are treating 
it all as an industry problem instead of an individual problem. I can 
see where that would be much easier for the Treasury, but I am just 
wondering if there ia any way of extending this relief on an individual 
basis and then requiring him to put less whisky in storage until he 
works out his balance. 

Senator Kerr. I asked them a question this morning. 

Senator Jounson. Did you ask him that? 

Mr. Avis. Yes, he dealt with that. 

Senator Kerr. I asked if it was possible to come up with informa- 
tion as to what an average small distiller would have in effected stocks 
and if the Treasury would be willing for an amendment to this bill so 
that the relief would be given to the average small distiller and not to 
others, and he said he didn’t know what their position would be. 
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Mr. Avis. Exactly. 

Senator Jounson. But that he would advise the committee. 

Senator Kerr. That is not the same thing you are addressing your- 
self to. 

Senator Jonnson. It is not the same thing, but it is the same pur- 
pose and objective. Speaking personally, as one member of this 
committee, I would like to see some method worked out whereby we 
could relieve the small distiller from the burden that he is under. 
One of the reasons that I want to give him relief is that he is at a dis- 
advantage under our fair-trade laws of disposing of his product. The 
big fellow under the fair-trade practice laws of the different States can 
dispose of his product, while the little fellow is having much more 
difficulty. 

Personally, I would like to see something worked out to give him 
relief. I think we owe it to him. Otherwise he will be forced to the 
wall. I don’t think we want to see any businesses destroyed in this 
country. Whether we like the business or not is another question. 
As between the big distiller and the little distiller, I am very much 
in the little distiller’s corner. I would like to have the Treasury 
come up with some kind of a plan whereby we could give him assist- 
ance without giving the big monopolists the assistance. 

The CuarrMan. Are you through? 

Mr. Avis. Senator, I am not in a position to say whether that is 
possible at this time, or not. 

The CHairMAN. Are there any further questions of the witness? 

Senator Jonnson. Will you think about it? 

Mr. Avis. I certainly will, and I will consult my superiors in the 
Treasury. 

Senator Martone. Mr. Chairman. 

The CHAIRMAN. Senator Malone. 

Senator Matone. They have with them, I understand, a list of 
distillers that have been forced to discontinue during the last year 
or two. I wonder if we could have that made a part of the record. 

The CHatrMan. Have you a list of distillers that have been dis- 
continued? 

Mr. Avis. We are having such a list prepared, Senator. I under- 
stand it is here, Mr. Serr. 

Mr. Serr. Yes. 

Senator Martone. May it be made a part of the record? 

The CuHatrMan. Will you submit it as a part of the record, please? 

Thank you very much, Mr. Avis. 

(The following letter and enclosures were subsequently received for 
the record:) 

Unitep States TREASURY DEPARTMENT, 
COMMISSIONER OF INTERNAL REVENUE, 
Washington 25, March 3, 1954. 
Hon. Eveene D. MILK, 


Chairman, Committee on Finance, 
United States Senate, Washington, D. C. 

My Dear Mr. CHarrMAN: In order to complete my testimony before your 
committee at the public hearing on H. R. 5407, ‘‘An act to amend section 2879 (b) 
of the Internal Revenue Code,” I am enclosing at the committee’s request the 
following material for insertion in the record of the hearing on February 24, 1954, 
at the pages noted: 


(1) Reeord, page 39. A table showing the rates of excise taxes on distilled 
spirits from August 1, 1862, to the present. 
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2) Record, page 55. A table showing total whisky production, taxpaid 
withdrawals, disappearances, and stocks, by calendar years 1934 through 
1953. 

(3) Record, page 55. Tables showing whisky stocks and disappearances 
by age classes for fiscal years 1934 through 1953. 

(4) Record, page 67. A list of registered distilleries discontinued since 
January 1, 1953. 

I am also returning herewith the corrected copy of the record of my oral testi- 
mony at the hearing. I would like to express my thanks for the opportunity fur- 
nished me to review my statement. 

In the course of my statement before the committee I was requested (record, 
p. 9) to furnish references to the provisions of law authorizing internal revenue 
officers to visit and inspect distillery premises and warehouses operated in con- 
nection therewith. A memorandum on this point is enclosed. 

With reference to the proposal (record, p. 32) to restrict the application of the 
bill, the Treasury Department is not in a position to comment on the general 
principle of legislation for limited or special relief, but will be glad to comment on 
any specific proposal which may be developed. 

As I stated at the hearing (record, p. 12), I am prepared to advise your com- 
mittee in executive session of the existing stocks, by ages, of whisky held in each 
internal revenue bonded warehouse. 

Very truly yours, 

Dwieut E. Avis, 
Director, Alcohol and Tobacco Tax Division, 
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Detailed descriptions of certain wines and related products are quoted below 
from the acts which imposed taxes upon them: 


Act Product taxes Size of container Rate 


June 30, 1864 | “All * * * wines [other than wine made of $0.50 per gallon 
grapes] or liquors known or denominated 
as wine, not made from currants, rhubarb, 
or berries, produced by being rectified or 
mixed with other spirits, or into which any | 
matter whatever may be infused to be sold 
as wine, or by any other name.” 
July 13, 1866 | “All liquors known or denominated as wine, ; Do 
not made from grapes, currants, rhubarb, 
or berries, produced by being rectified or 
mixed with other spirits, or into which any 
matter whatever may be infused to be sold 
as wine, or by any other name.” | 
All wines, liquors, or compounds known or 
donembanted as wine, made in imitation of 
sparkling wine or champagne, and put up 
in bottles in imitation of any imported 
wine, or with the pretense of being im- 
ported wine, or wine of foreign growth or 
manufacture.”” 


July 20,1868 | “All wines, liquors, or compounds known or | 


Not more than 1 pint__| $3 per dozer 
More than 1 pint, not | $6 per dozen 
more than 1 quart 


} denominated as wine, and made in imita- 
tion of sparkling wine or champagne, but 
not from grapes grown in the United States, 


. Not more than 1 pint $3 per dozen.! 
More than 1 pint, not | $6 per dozen.! 


more than 1 quart 


and * all liquors not made from grapes, 
currants, rhubarb, or berries grown in the 
United States, but produced by being recti 
fied or mixed with distilled spirits or by the 


infusion of any matter in spirits, to be sold 
. ; 





as Wine or by any other name.’ 
June 6, 1872 | “All wines, liquors, or compounds known or | 
denominated as wine, and made in imita- | 
| tion of sparkling wine or champagne, but 
not made from grapes grown in the United 











States, and * * * all liquors, not made || Not more than 1 pint $0.10.2 
from grapes, currants, rhubarb, or berries |)More than 1 pint, 1 $0.20.? 
grown in the United States, but produced more than 1 quart 


by being rectified or mixed with distilled 
spirits or by the infusion of any matter in 
spirits, to be sold as wine, or as a substitute 
for wine 


1“ And at the same rate for any quantity of such merchandise, however the same may be put up or what- 
ever be the package.” 

2“And at the same rate for amy. larger quantity of such merchandise, however the same may be put up 
or whatever be the package.”’ 
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Beginning on October 2, 1890, certain brandy or wine spirits used in the forti- 
fication of wines were exempted from the excise taxes imposed upon distilled 
spirits and were taxed as follows: 


Effective dates 


From Through 


Oct 2,1890 | June 7, 1906 


June 8, 1906 | Oct. 22,1914 


Oct, 23,1914 | Sept. 8, 1916 


Sept. 9,1916 | Oct. 3,1917 


Oct. 4,1917 | Feb. 24,1919 | 


Feb. 25,1919 | June 29, 1928 | 


June 30,1928 | Jan. 11, 1934 
Jan. 12,1934 | Aug. 29, 1935 


Aug. 30,1935 | June 26, 1936 


June 27,1936 | June 30, 1940 


July 1,1940 


' A charge to cover the expenses of the Government in furnishing supervision at wineries 


Rate of tax 


$0.03 per tax 
gallon.! 

$0.55 per tax 
gallon. 

$0.10 per proof 
gallon. 

$0.30 per proof 
gallon. 

$0.60 per proof 
gallon. 

$0.10 per proof 
gallon 


$0.20 per proof | 


gallon 


BOs site 


$0.10 per proof 
gallon. 





Description 


Grape brandy or wine spirits used by a 
winemaker (which he, as a distiller, 
produced) to fortify grape wine, dur- 
ing months from August through April, 
to alcoholic strength no greater than 
14 percent by volume. 

do 


Grape brandy or wine spirits used by a 
winemaker to fortify grape wine. 
do 
do 
do 
do 
do.. 
Same except for inclusion, in addition, 
of citrus-fruit brandy used to fortify 
citrus-fruit wine. 


Same except for inclusion, in addition, 
of peach, cherry, berry, apricot, and 


apple brandy used to fortify the respec- | 


tive kinds of wine. 

Same except for inclusion of prune, plum, 
and pear brandy or wine spirits, in 
addition to the above kinds of brandy 
or wine spirits, used to fortify the respec- 
tive kinds of wine. 


Oct. 1, 1890 


June 7, 1906 
Oct. 22, 1914 
Sept. 8, 1916 


Revenue Act 
of 1917. 
Revenue Act 
of 1918 
Revenue Act 
of 1928. 
Liquor Tax 
Act of 1934, 
Aug. 29, 1935 


Liquor Tax 
Administra- 
tion Act of 
1936 

June 24, 1940. 
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W hisi Production, tar-paid withdrawals, and total disappearances during each 


calendar year from 1934 through 1953, and stocks Dec. 31 


{' 1X g illons]} 




















‘ : | Tax-paid | Total dis- 
( . r yea > 
uendar yeat Production withdrawals | appearances | 

1934 107, 900, 758 3,225 | 42, 
1935 | , 777 69,3 
1936 | , 910 78, 12 
1937 858 77,7 
1938 790 80 
1939 75, 046, 098 89. 
1940 80 97 
1941 5 
1942 
104 
1944 ; 14, ¢ 
1945 101, 62¢ 
194¢ 134, ¢ 
1947 141, ¢ 
1948 170, 6 
1949 133, 4 
1950 174, 
1951 - 156, ‘ 
1952 68, 706, 404 
1953 91, 430, 581 


1 Preliminary. 


Prepared by Statistical Unit, Planning and Procedure Section, Alcohol and Tobacco Tax Division, 
Internal Revenue Service, Feb. 26, 1954. 
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Registered distilleries discontinued since Jan. 1, 1953 


Name and address | Registry | Date of dis- 


No. | continuance 
| 

Carstairs Bros. Distilling Co., Inc., Bedford, Ohio____- ‘ 3 | Mar. 10, 1953 
National Distillers Products Corp., Baltimore, Md_______. | 27 | Mar. 11,1953 
Old Cummins Distillery Corp., Louisville, Ky -- inthe bhesetad 54 | Mar. 12,1953 
Trenton Chemical Co., Trenton, Mich. f ‘ a 1 | Apr. 30,1953 
National Distillers Products Corp., Large, Pa hadpéaen 5 Do. 
W. B. Gambill Distilling Co., Crandon, Wis : er l Do 
Blair Distilling Co., St. Francis, Ky--- ahd 21 | May 1,1953 
F. V. Goldsborough Distilling Corp., Baltimore, Md- . . 7 | May 29,1953 
Joseph S. Finch & Co., Baltimore, Md . > 13 | Nov. 6,1953 
Central States Corp., Omaha, Nebr ; 1} Dee. 4,1953 


Joseph S. Finch & Co., Logansport, Pa... PORE eR 6 | Jam. 31,1954 


SuMMARY OF PROVISIONS OF INTERNAL REVENUE Cope AUTHORIZING VisiTA- 
TION OF DISTILLERY PREMISES BY GOVERNMENT OFFICERS, AND OF THE 
DELEGATION OF AUTHORITY TO THE DirEcTOR, ALCOHOL AND TosBacco Tax 
DIVISION 


Section 3601 (a) (1) provides general authority for internal revenue agents to 
enter, in the daytime, any building or place where any taxable articles are made, 
produced or kept, so far as may be necessary for the purpose of examining said 
articles, and provides a penalty for refusing admission. 

Section 2817 provides that the Commissioner may designate an officer or agent 
to make surveys or resurveys of distilleries. 

Section 2827 provides that it shall be Jawful for any revenue officer at all times 
to enter, by force if necessary, any distillery or building used in connection 
therewith for storage or other purposes, and provides for a forfeiture of $1,000 
for obstructing or hindering such entry. 

Section 2841 (b) provides that the books of every distiller shall always be kept 
at the distillery and be always open to the inspection of any revenue officer. 

Section 2857 provides that the records required of rectifiers and wholesale 
liquor dealers shall be available during business hours for inspection and the 
taking of abstracts therefrom by the Commissioner or any internal revenue 
officer, and provides for a civil penalty as well as a fine and imprisonment for 
hindering or obstructing such inspection. 

Section 2859 provides that the daily records required of distillers of spirits 
disposed of shall, for 4 years, at all times be available during business hours, for 
inspection and the taking of abstracts therefrom by the Commissioner or any 
internal revenue officer, and provides for a civil penalty as well as fine and 
imprisonment for hindering or obstructing such inspection. 

Sections 2872 and 2873 authorize the Commissioner to establish internal 
revenue bonded warehouses, the supervision over which shall be under regulations 
prescribed by the Commissioner with the approval of the Secretary. 

All functions of all officers and employees of the Department and all functions 
of agencies thereof were, with certain exceptions, transferred to the Secretary 
with power vested in him to authorize their performance by any of such officers 
and employees, by 1950 Reorganization Plan No. 26 (64 Stat. 1280, 5 U. 8. C. 
241 note). By Treasury orders 120, of July 31, 1950, and 150, of March 15, 
1952, the Commissioner was authorized to continue to perform the functions 
previously performed by him, 

By Commissioner’s Reorganization Order No. Hdg. 1, of August 11, 1952, the 
administration and enforcement of the internal revenue laws with respect to 
liquor was delegated to the Assistant Commissioner, Operations. This power 
was further delegated on August 11, 1952, by Operations Reorganization Order 
No. 1, to the Head, Alcohol and Tobacco Tax Division, to be exercised under 
the direction and supervision of the Assistant Commissioner, Operations. Com- 
missioner’s Reorganization Order No. 28 of October 29, 1953, affirmed the above- 
described delegation. 


os 


By Commissioner’s Reorganization Order No. 17, of July 7, 1953, the title 
Head, Alcohol and Tobacco Tax Division, was changed to Director, Alcohol and 
Tobaceo Tax Division. The holder of this office is an internal revenue officer 
and is charged with the powers and duties pertaining to it. 








42 EXTENSION OF BONDING PERIOD ON LIQUOR 


The CHAIRMAN. It is very apparent we will have to meet this after- 
noon if the Senate will allow us to. I hope that all of the witnesses 
will look over their remarks again so that we can get through. We 
must get through today because we have another hearing tomorrow, 

Mr. McClure, will you come forward, please? 


STATEMENT OF C. K. McCLURE, SECRETARY AND TREASURER, 
STITZEL-WELLER DISTILLERY, SHIVELY, KY. 


Mr. McCuiure. My name is C. K. McClure. I am secretary and 
treasurer of Stitzel Weller Distillery located at Shively, Jefferson 
County, Ky. Our firm has been in business continuously since 1849. 

The Cuatrman. What kind of whisky do vou make? 

Mr. McCuure. Straight bourbon whisky. 

Today I am appearing on behalf of the entire distilling industry 
including the members of the Distilled Spirits Institute, the members 
of the Kentucky Distillers Association and a number of independent 
companies. 

The CHarrman. Tell us something about the Distilled Spirits 
Institute. 

Mr. McCuure. The Distilled Spirits Institute is a trade association 
made up of a group of distillers, large, medium sized, and small. 

The CHarrMan. Do almost all of the medium sized distillers belong 
to it? 

Mr. McCuure. Between that and the Kentucky Distillers Asso- 
ciation, it would probably cover better than 90 percent of the industry. 

The CHatrman. Are all of the large ones in the Distilled Spirits 
Institute? 

Mr. McCuure. Yes, sir. 

I understand that this committee has requested that the number of 
witnesses to be heard on this bill be kept to a minimum, and I will do 
my best to present the position of the industry as a whole. However, 
representatives of other industry members are present in the room 
and are ready to make statements as to their own individual prob- 
lems, should the committee so desire. 

At the outset, I wish to emphasize that the entire industry is now 
unified behind H. R. 5407. The committee is aware that at the last 
session of Congress, an earlier bill to extend the bonding period had 
been opposed by some members of the industry including my own 
firm. This opposition was only because they were concerned with 
the consequences to their business of having whisky on the market 
labeled more than 8 years old. Following the hearings on the earlier 
bill before the House Ways and Means Committee, the various mem- 
bers of the industry met at the suggestion of the House committee, 
compromised their differences and agreed to support a new bill which 
would contain safeguards against competitive advantages. 

The CuarrMan. Is there an average age of whisky on the market, 
bourbon and rye? 

Mr. McCuure. Very little whisky is marketed today under 4 years 
of age. 

The CHatrMan. Where does the bulk of it run? 

Mr. McCuvure. I would say 4 to 6. 

The Cuatrman. Does that go for both bourbon and rye? 
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Mr. McCuvre. I’m not an expert on rye, coming from Kentucky, 
but I would say yes. 

The CuHarrMANn. Once in a while a bottle of rye gets into that 
State by itself sneaking itself in, sort of. 

Mr. McCuure. Not many of them. The present bill, H. R. 5407, 
was then introduced and quickly passed by the House with the sup- 
port of the entire industry. 

sriefly stated, H. R. 5407 permits an extension of the bonding 
period for distilled spirits from 8 years to 12 years. It is a temporary 
emergency Measure and applies only to distilled spirits now in bonded 
warehouses. 

The CuHairMan. Do you think there has been enough correction 
of industry practice so that if the extension were granted we would 
not have the same problem 4 years from now? 

Mr. McCuuvre. Yes, sir, { do. I think further along in my brief 
{ will give you the reasons why. 

The CuarrMan. Go ahead. 

Mr. McCuure. In order to clarify exactly what H. R. 5407 is 
intended to accomplish, I would like to take the liberty of telling you 
a little about the background of the problem. 

Currently, very little whisky is sold before it has been aged for at 
least 4 years and distillers must, therefore, anticipate their whisky 
requirements from 4 to 8 years in advance of sales. Once whisky is 
produced it is stored in a bonded warehouse until properly aged. 
Then, when an order is received from trade channels, the quantity of 
spirits necessary to fill the order is determined, the tax is paid in cash 
or by certified check and the spirits are then removed from the bonded 
warehouse, bottled and shipped to the customer. Each bonded ware- 
house is covered by a surety bond in favor of the Government and no 
distilled spirits may be withdrawn until the tax is paid. Under 
existing law, distilled spirits must be removed from the warehouse 
and the tax paid at the end of 8 years whether or not they can be sold. 
The distilling industry is the only industry in the country which is 
forced by the Government to pay an excise tax on goods at the end of 
a stated period regardless of whether a market for the goods is then 
available. No limitation on the bonding period exists in any other 
country in the world. 

The bonding period has been 8 years ever since 1894. In that year 
Congress had increased the distilled spirits tax from 90 cents a gallon 
to $1 agallon. Congress recognized that the 10-cent-a-gallon increase 
would place additional burdens on the industry resulting in inventory 
problems and therefore increased the bonding period from 3 to 8 
years. Today after 60 years the bonding period is still 8 years, 
although the tax is now more than 10 times what it was in 1894. 

As a result of several factors, which I will discuss shortly, the in- 
dustry is now faced with the situation where more spirits are being 
forced out of bonded warehouses because of ay 8-year limitation 
than can be absorbed in trade channels. Since a forceout of only 
3,000 barrels of 8-year-old spirits involves a tax liability of about $1 
million, it is evident that no distiller can afford to taxpay any sub- 
stantial quantity of distilled spirits and wait for months or years for 
orders from trade channels while not only his spirits, but also his tax 
dollars are evaporating into thin air. Just to give you an illustra- 
tion as to the rate of loss by evaporation, I may add that a barrel 
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containing 50 original proof gallons of distilled spirits will lose about 
one-third of its contents during an 8-year period. 

There are several possibilities open to a distiller faced with a force- 
out problem. 

First, he can export his spirits if he can find a foreign market. 
Since the tax is not payable on exports the Government will lose the 
revenue on these sales. 

The CuatrMan. How much whisky do we export a year? 

Mr. McCuvnre. | don’t have that figure. I'll be glad to submit 
it. 

The CuarrMan. Is it substantial? 

Mr. McCuure. It is growing. I don’t have the figure. I will be 
glad to furnish that. 

The CHarrMAN. Does anyone in the room know how much we 
export? 

Mr. Serr. About a million and a half gallons. 

Senator Matone. Could I ask a question there, Mr. Chairman? 

The CuHarrMan. Yes. 

Senator Matone. You can also export this liquor and store it in a 
foreign country whether or not there is a market for it, can you not? 

Mr. McCuuvre. Yes, sir. 

Senator Matone. Tbe Government would then lose the revenue 
entirely. 

Mr. McCuure. That’s right, sir. 

Senator Bennetr. May I ask a question? 

Mr. McCuure. Yes, sir. 

Senator Bennett. If that whisky is again imported into the United 
States, the Government collects tariff on it, does it not? Does liquor 
come into the United States free of charge? 

Mr. McCuovre. Imports pay a tariff, but I don’t believe this 
whisky could come back. 

The Cuarrman. What is the answer to that? 

Mr. McCuvure. It would not be permitted to come back, would it? 

Mr. Avis. I don’t believe so. If it did, they would have to pay 
the $2.50 first. 

Mr. Serr. It can’t be reimported as whisky as such. 

Mr. Avis. They would have to change the character of that 

Senator Bennetr. Thank you. I’m glad to get that clear 

Senator Martin. A question there, Mr. Chairman. Would there 
only, then, be a charge of $2.50 if it were reimported? 

Mr. McCuure. Oh, no, if it were permitted to come back, you 
would pay the import duty of $2.50 a gallon, plus the $10.50 internal- 
revenue tax. 

Senator Martin. That is what I thought. I would like to ask, Mr. 
Chairman, is there any whisky stored in foreign warehouses, any 
American whisky? 

Mr. McCuure. Yes, sir; I would say there is now. 

Senator Martin. How much? 

Mr. McCuure. I don’t know, sir. 

The CuarrMan. Does anybody know? 

Mr. Avis. We don’t know. 

The Cuarrman. How much American whisky is stored abroad? 

Mr. Avis. We don’t know, sir. 








EXTENSION OF BONDING PERIOD ON LIQUOR 45 


Senator Matong. When foreign bourbon is imported, it would pay 
the duty of $2.50 a gallon and then have to pay the tax in addition; 
is that right? 

Mr. McCuure. Yes, sir. 

Senator Bennerr. May I just clear my own thinking? Does 
whisky manufactured in another country pay the $10.50 plus the 
tariff? 

Mr. McCuuvre. If it is imported into this country, yes, sir. 

Senator Bennert. All right, thank you. 

Mr. McCuurr. So, the distiller’s first out is exportation. Second, 
he can move his product to a customs manufacturing warehouse for 
export, without paying the tax, while he tries to establish a foreign 
market, and it is significant to note that in the year 1953, and I am 
referring to the calendar year, there were 2,632,811 gallons moved 
into such customs warehouses as compared to 329,605 gallons in the 
vear 1952. 

The Cuarrman. They can’t get that out of a warehouse for domestic 
consumption, it must be exported? 

Mr. McCuvurs. You must export it. The gallons moving into 
that type of warehouse, which is evidence of this distressed whisky 
being forced out, jumped from 329,000 in 1952 to 2,600,000 in 1953. 

Senator Matone. Is it your conclusion from that fact that they 
take a chance on getting a foreign market, rather than paying the 
tax and holding it here, even though there is quite a chance they will 
not have the foreign market? 

Mr. McCuure. Yes, sir. If a man is in a fix where he has to come 
up with $10.50 to tack on to his $1.50 item to try to get rid of it and he 
is not sure he can get rid of it, he is best off to move it where he doesn’t 
have to put up the additional $10.50. 

Senator Matone. And take a chance on the foreign market? 

Mr. McCuvre. Yes, sir. 

Third, the distiller may, under the law, redistill his spirits for other 
uses. Here again the Government will lose the revenue on the re- 
distilled spirits. As it approaches 8 years of age. 

The Cuarrman. What does he do with it then? 

Mr. McC.uoure. He can redistill it into beverage spirits or com- 
mercial alcohol. 

Senator Martin. It then starts at zero as far as age is concerned? 

Mr. McCvure. Yes, sir. 

The Cuarrman. Are there any commercial products that he can 
distill it into? 

Mr. McCuure. I assume that I am right that a distiller could apply 
for a permit to distill it into industrial alcohol. 

The Cuarrman. Is that correct, Mr. Avis? 

Mr. Avis. Yes, sir. 

The CHarrMAN. Go ahead. 

Mr. McCuure. Here, again, the Government would lose, or put 
off 8 more years, the revenue on the redistilled spirits. We estimate, 
moreover, since a distiller loses about 90 percent of his investment 
when he redistills, redistillation will cause great losses which in turn 
will seriously hurt income-tax revenue. 

The CuarrMan. He loses the original cost of making the stuff and 
he loses the cost of storing it? 
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Mr. McCuure. And warehousing and insurance, and State, county, 
city, and school taxes that are assessed annually for 8 years, all of 
what we call carrying charges. 

The CuarrmMan. Are States where this stuff is stored accustomed to 
taxing it in the warehouse? 

Mr. McCuure. I think every one of them. So, it is evident that 
the passage of the bill will help the Government from a revenue 
standpoint while the defeat of the bill will hurt not only the industry 
but Government finances as well. I believe that the Treasury 
Department will bear me out on this point. 

Senator Bennett, while I am on the subject of Government revenue, 
I listened to your question when Mr. Avis was on the stand, and 
maybe this will give you what you are looking for. While I’m on 
the subject of Government revenue, I want to say flatly that this 
bill has no hidden tax benefits for the industry. We are all aware 
that in the absence of new legislation the tax on distilled spirits is 
scheduled to be restored to $9 a gallon on April 1 from the present 
$10.50 level. 

Whether the tax is reduced or not—that is, whether that $1.50 tax 
is reduced from $10.50 to $9—does not have the slightest relation to 
H. R. 5407. Under the Internal Revenue Code, if the tax is reduced 
on April 1 a refund of $1.50 will have to be paid on every gallon of 
taxpaid distilled spirits whether it is in barrels or bottles, or whether 
it is owned by a distiller, wholesaler, or retailer. In other words, 
a refund will be paid on every gallon previously taxpaid and held 
for sale. Now, there is nothing unusual or surprising about this 
because at the time the tax increase was put into effect, the tax 
increase was assessed against every gallon of distilled spirits on which 
the tax had previously been paid, whether owned by a distiller, 
wholesaler, or retailer, and whether in barrels or in bottles. So even 
if distilled spirits are forced out of the warehouse and taxpaid before 
the date of any tax reduction, a refund will have to be paid after the 
reduction goes into effect on the entire quantity already taxpaid and 
held for sale. 

[ should like to correct my typed statement there. I note that I 
say, “and taxpaid before the date of any tax reduction.’”’ In view 
of Mr. Avis’ testimony, I realize that statement is in error. It would 
only apply to this $1.50 unless, when a further tax reduction law 
were written, it were included in the law to provide for the rebate. 

In other words, the Government will receive only the rate of tax 
applicable at the time the goods are sold to the consumer and only on 
the quantity of goods sold to the consumer. 

I would like to go on now to show how all segments of the industry 
need relief from the 8- -year bonding law. 

Speaking now as a smaller inde pendent Kentucky distiller, I can 
tell you that the present emergency is hurting the smaller independent 
members of the industry as much and probably more than its larger 
members. 

The basic sales operation of this group has been that of selling bulk 
whisky. This sales method is quite different from that employed by 
our larger competitors. The larger companies finance their own inven- 
tories of aging whisky in bond and sell same to wholesale distributors 
as taxpaid bottled goods under trade brand names when the whisky 
has reached the desired maturity. 
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We, on the other hand sell warehouse receipts representing whisky 
in bond. Some of us sell these receipts exclusively to wholesalers, 
some of us exclusively to larger distillers or brokers, and some of us 
to both. 

The CHarrman. Let me understand that. Give me an example of 
it. 

Mr. McCuure. Well, we could issue a warehouse receipt certificate 
for 1 barrel or 100 barrels, or 50 barrels, and it would be on the original 
tax gallons that went into the barrel the day it was filled. 

The CuarrMan. Then, what does the man who buys that certificate 
do with it? 

Mr. McCuure. He holds it. It is a negotiable instrument. If he 
wants to finance the purchase of whisky, banks will customarily loan 
money on a warehouse receipt until the whisky ages to whatever 
stage is desired. Then he turns the receipt over to the warehouseman 
who issued it and in most instances he instructs the warehouseman 
to bottle it and ship it to him under his brand. 

The CuarrMan. It is not to be sold in bottles? 

Mr. McCuure. Not to be sold in bottles to the consumer. The 
only people in our industry who are licensed to have a barrel of whisky 
in their possession is a distiller in his warehouses, a warehouseman and 
a firm with a rectifying permit where they blend whiskies aod neutral 
spirits. 

The CuarrMan. That is not for sale? 

Mr. McCuure. No; they must bottle it before they sell it. 

The CHarrMan. All right. 

Mr. McCuvre. The distilling business is in a major sense a banking 
business because of the length of time that inventories must be carried, 
so the small independent follows the bulk-sales plan in order to finance 
his inventory. However, the mere sale of the warehouse receipt to 
someone else in the trade does not relieve the distiller of the Federal tax 
liability on that specific lot of whisky when it becomes 8 years of age. 
The Government may look to him for the payment of the tax when the 
8-year period is up. For many small distillers the financial burden of 
having to raise the money to pay the tax on a few thousand or even a 
few hundred barrels of whisky for which there is no market is becoming 
an unbearable burden. 

The CuarrMan. Does the certificate contain the provisions pro- 
tecting it against taxes? Does the certificate state who pays the tax? 

Mr. McCuure. Under normal circumstances the owner of the 
warehouse receipt would advance the tax to the warehouseman who 
pays the Government, assuming that you knew who the owner was. 

The CuairMan. You sell a certificate to X out in the State of 
Nevada. 

Mr. McCuvre. Yes, sir. 

The Cuarrman. Now, who pays the tax? 

Mr. McCuurge. The Government looks to the warehouseman for 
the tax, but he in turn attempts to collect it from X. 

The CHarrMan. And he has added that to the cost of the whisky? 

Mr. McCuure. Not when he sold it to him. The tax is not in- 
cluded. It is on an original tax-gallon basis and the tax is not due 
and payable until the whisky is withdrawn. 

The CuarrMan. But, when he demands the liquor and gets it out 
of bond, that is when he pays the tax, unless there is some other 
private arrangement? 
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Mr. McCuure. Yes, sir; unless I wanted to pay the tax first. 
Senator Matone. After the 8 years expire, then it must be paid? 
Mr. McCuvre. It must be paid on the eighth birthday. 

The Cuarrman. I am talking about the small distiller who has sold 
these certificates around. Coming 8 years, assuming no change in 
the law, does the certificate holder have to pay his tax if he wants the 
whisky? 

Mr. McCuvree. If he wants the whisky; yes, sir. But, if he is 
leery about putting up $10.50 good money after $1.50 bad money, he 
may abandon the whisky. 

The Cuarrman. The distiller pays it; is that right? 

Mr. McCuure. Yes, sir. The Government leoks to the distiller. 
As I mentioned a while ago, a force-out of only 3,000 barrels runs 
into over $1 million, so it amounts up rapidly. The sales method of 
my own firm is that of the sale of our product on warehouse receipts 
as it is made to licensed independent wholesale distributors throughout 
the country. These small independent businessmen finance these 
products until they reach an age suitable for bottling, at which time 
they instruct us to withdraw their products from bond, taxpay it, 
bottle it, and ship it to them for distribution and sale to the retail trade. 

The CuarrMan. Do they pay for the warehousing in the meantime? 

Mr. McCuvure. Yes, sir; they pay for the warehousing. 

The CuarrmMan. There is a fee for that? 

Mr. McCuure. Yes, sir; a monthly charge for caring for the barrels 
of whisky. 

The CuarrMan. The legal title is in the fellow who has the certifi- 
cate? You are just storing it for him? 

Mr. McCuure. Yes; we are the warehouseman. 

The Cuarrman. Thank you very much. 

Mr. McCuvure. This program enables us to operate on a national 
basis with limited capitalization. However, we can only continue 
to operate so long as our customers finance for us, the major portion 
of our aging inventory and advance to us at time of bottling $10.50 
per eallon to pay the distilled-spirits tax as the product is withdrawn 
from bond for bottling. 

The CrarrMan. What is the normal differential in ordering so 
many bottles of whisky and buying a certificate? There must be 
some sales advantage or some differential. 

Mr. McCuure. That’s right. The small distiller goes this bulk 
route because he doesn’t have sufficient money to carry his own 
inventory. So, he sort of goes into partnership with his customers. 
He sells the customer the bulk whisky and the customer assumes the 
risk for fluctuations in market conditions and he finances it. For 
that risk, plus the financing he has done, he is entitled to additional 
profit, which OPA defined for us during war years as a processor’s 
profit. That is a profit over and above his normal wholesale profit. 

The CHarrMan. And that is a matter of opinion, I suppose. 

Mr. McCuure. Yes, sir. 

These wholesale distributors all over this country are just as vitally 
concerned as any distiller, because they own an inventory of whisky 
in bond just as a distiller does. As a matter of fact, they are in a 
more hazardous position than the distiller, because by State laws, 
they are licensed to sell bottled liquors only in 1 State, whereas the 
distiller is permitted to sell in 46 States and the District of Columbia. 
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With your permission, I should like to place in the record the firm 
name, location, and authorizing officials of some 54 wholesale compan- 
ies located in some 27 States and the District of Columbia, who have 
authorized me to represent them in favor of H. R. 5407. 

The CHarrman. Hand it to the reporter and it will be put in the 
record. 

(The information referred to follows:) 


State or Territory | Firm name Location Authorizing official 
a ee SS 
Gs asd ca cea _.| Anchorage Cold Storage Co.| Anchorage, Alaska. | M. W. Odom. 
eee Arizona Distributing Co....| Phoenix, Ariz. ..| C. J. Minning, treasurer. 
Arkansas... _.- ....-| Moon Distributing Co- | Little Rock, Ark | Harry L. Hastings. 
California............. | Ralph Montali, Inc__- San Francisco, Calif Ralph Montali, _presi- 


| dent. 
Rainbow Liquor Co Sacramento, Calif E. S, Lazzarone. 


Don W. Snyder Co... Los Angeles, Calif |} Don W. Snyder, presi- 
dent. 
Colorado. __-. ____...| Reuler-Lewin & Co__- Denver, Colo. | G@. C. Reuler, president. 
Connecticut..........| Austin, Nichols & Co- West Haven, Conn.....| J. J. Heaphy, manager. 
Delaware. Delaware Importers, Inc |} Wilmington, Del | Van R. Coats, president. 
| 


Jack A, Pappadeas, sec- 
retary-treasurer. 


District of Columbia_| Try-Me Bottling Co-- Washington, D. C_.. 








Florida. .__. . ...| South Florida Liquor Dis- | Miami, Fla.._.-- | C. A. O'Neil, Jr., presi- 
|  tributors. | dent 
Georgia...............| Augusta Distributing Co....| Augusta, Ga-....._. | Charles A. Schafer. 
Dixie Distributing Co-- Columbus, Ga... Db. C, Thompson, man- 
ager. 
| Dodd Distributing Co......}| Atlanta, Ga._.....- Hugh J. Schneider, presi- 
| dent. 
Tilinois._..-. ...--| Fred Harvey..- ibe | Chicago, Il. -- | B. 8S. Harvey, Jr., presi- 
| | | dent. 
John Knobel & Son - | Freeport, Il___.. | Russell J. Knobel, presi- 
| | dent. 
| Van Pickerill & Sons, Inc Springfield, Ill | Van Pickerill, president. 
Southern Illinois Wholesale | Herrin, Ill____- | John B. Gualdoni, pres- 
| 0. | | ident, 
Union Liquor Co | Chicago, Ill | J. S. Leavitt, secretary. 
| William J. Wagner Distrib- |.....do___.. . | W. Earl Wagner, presi- 
utor, Inc. dent. 
| Schuetz Liquor Co_- | Morton Grove, IIl_.. Michael Schuetz. 
Indiana.............- General Liquors, Ine__-- | South Bend, Ind H. R. Stout, vice presi- 
| National Liquor Corp... | Indianapolis, Ind-. | M. M. Lasky, vice presi- 


dent and treasurer. 


| Southern Liquors, Ine Jeffersonville, Ind Merton <A. Johnston, 





president. 

Kentucky -.-.........| Gateway Distributing Co Louisville, Ky -- J. W. Robinson, mana- 

| | | ger, 
Harlan Bourbon & Wine Co_| Harlan, Ky Wm. L. Tucker, presi- 
| dent 
; ; | ' . } . 
Lexington Distributing Co_.| Lexington, Ky-- | J. H. Leech, secretary- 
| | treasurer. 
| Maloney-Davidsen Co | Louisville, Ky---.- | David Erle Maloney, 
| president. 
Louisiana __- ...-.| Magnolia Liquor Co. - | New Orleans, La_- Stephen Goldring, presi- 
dent. 
Pan American Import Co_._|...-.do____- | Lloyd Azcona, president. 

Maryland -.-...........; Kemp-Boone Co., Inc__- | Baltimore, Md--.- | George O’D. Boone, 
| president. 

Massachusetts______.- Pastene Wine & Spirits Co Boston, Mass... -- F. Gianfranchi, vice pres- 
| ident. 

Minnesota_.- “+H Grigs, Cooper & Co. -- ..| St. Paul, Minn ..| M. W. Griggs, president. 

Missouri............- Peter Hauptmann Co. ---| St. Louis, Mo- ..| Erwin Harms, vice pres- 
| | ident. 

Nebraska. ---......-.. | Western Wine & Liquor Co | Omaha, Nebr.__. Paul C. Gallagher, pres- 
| ident. 

New Jersey__.........| Fleming & McCaig, Ine Jersey City, N. J Donald MeCaig, pres- 

j | ident. 

New Mexico...-...--- Southwest Distributing Co Albuquerque, N. Mex..| Carlos Bachechi, pres- 
| | ident. 

New York_-_.--. ...----| Bonny Distributing Co.....| Syracuse, N. Y--- ..| A. V. Mazza, president. 
| Henry Kelly Importing & | New York, N. Y- | James 8. Hamlin, vice 
| Distributing, Co. | | _ president. 

Mullen & Gunn, Inc._......| Buffalo, N. Y | Gordon H. Gunn, secre- 
OT) SUH | | tary. 

| Service Liquor Distribu- | Schenectady, N. Y......| Irving Handelman, sec- 

| tors, Ine. | retary. 


Rhode Island. -.-......- Alexander R. Fritz, Inc... | Providence, R. I......- -| Alexander R. Pritz, pres- 


| ident. 
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State or Territory Firm name Location Authorizing official 
South Carolina... _- Richland Wholesale Liq- | Columbia, 8. C....._-- E. M. Smith, president, 
uors, Ine. 
South Dakota ..--| Sioux Falls Wholesale Co..-_| Sioux Falls, 8. Dak... °, A. Matteson, presi- 
ent. 
Western Wholesale Liquor | Rapid City, S. Dak_.. J. W. Burns, vice-presi- 
| Co | dent and manager. 
Tennessee _.... | Tennessee Wine & Spirits | Nashville, Tenn___.....| R. W. Hooper, general 
Co. manager. 
United Liquors Corp -- Memphis, Tenn. _.- Sidney Perlberg. 
Texas... ...-.---| Independent Liquor Co | Forth Worth, Tex__- J. Y. Bratcher, vice- 
president and general 
manager. 
Washington .--| Odom Co. ee Seattle, Wash______- M. W. Odom, president, 
Wiheentan. ..-2 25.0 Frank L iquor © ON Madison, Wis_...._._. Sol Frank. 
Jennerjahn Beverage Co__..| Oshkosh, Wis oe H. L. Levitas, president. 
Metropolitan Liquor Co....| Milwaukee, Wis........| Harry L. Epstein. 
Monarch Distributing Co._.| Sheboygan, Wis.........| Clem Bartzen, secretary 
and treasurer. 
Oneida Wholesale Liquor | Rhinelander, Wis.__...-. Joseph Witas, partner. 
House. 
Saratoga Liquor Co., Inc....| Superior, Wis__....__-- G. M. Smith, president, 








Mr. McCuure. When you consider there are 46 States and the 
District of Columbia where the sale of liquor is legal; and when you 
consider that there are 18 States where the sale of bulk whisky under 
our plan is not permitted, you will see that this group of independent 
businessmen are domiciled in 27 out of the possible 28 States. 

Senator Matone. What are the two States that you mentioned 
where it is illegal? 

Mr. McCuure. Mississippi and Oklahoma. 

A most serious emergency in the industry exists right now. Quanti- 
ties of whisky have been exported; quantities of whisky have already 
been redistilled; other quantities have moved into customs warehouses. 
Some distillers have already been compelled to sell stocks of aged 
spirits at distress prices and at great loss in order to shift the tax 
liability to their financially stronger competitors. As months go by 
this problem will become greater. 

Some in the industry may not have an inventory problem at this 
moment, some may have no problem for several months, and some 
not fora yearorso. But, when stocks of 8-year-old whisky are thrown 
on the market at distress prices, it is impossible for us to sell our 
spirits to our regular customers at normal prices. The situation 
affects everyone in the industry now, directly or indirectly. 

The CuarrmMan. Let me ask you about the trade custom. What 
do you call the gentleman who buys your certificates? 

Mr. McCuure. He might be a wholesale liquor dealer. 

The CuarrMan. Let’s call him a wholesaler. I suppose he buys 
according to brands and the reputations of different distilleries? 

Mr. McCuure. Different distillers operate different ways. In our 
own operation, we sell him a franchise. He has the use of our labels. 

The CuairMAN. May I ask what is your brand name? 

Mr. McCuure. Old Fitzgerald. 

The CuarrMan. We have had testimony about that here before. 

Mr. McCuure. That’s right, sir. 

The situation of the warehouseman deserves some comment. Under 
our laws the proprietor of a bonded warehouse is responsible for the 
tax on spirits in his warehouse, whether he is the owner of the goods 
or not. Ownership of spirits in a bonded warehouse is usually repre- 
sented by a warehouse receipt which is usually negotiable so that a 
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warehouseman may not know the actual owner of any particular lot 
of whisky. Because of the present crisis in the industry, the owner 
of whisky may find it preferable to abandon whisky rather than pay 
the tax. 

The CuarrMan. As a matter of commercial practice, do they put 
those certificates up for loans at the bank? 

Mr. McCuure. Yes, sir; it is customary to do so. 

Instances have already occurred where the owners of spirits in 
bonded warehouses have abandoned the goods leaving the warehouse- 
man with the problem of paying the $10.50 a gallon tax on spirits 
which he didn’t produce and didn’t own in addition to having to 
absorb unpaid warehouse charges. 

The CuarrMAN. Does the man who owns the certificate have a 
claim to a definite lot of whisky? 

Mr. McCuure. Yes, sir; by serial number of the barrel. 

The CuarrmMan. Thank you. And the matter of taxes fixes itself 
upon a fixed barrel, does it? 

Mr. McCtiure. We are now permitted to commingle barrels to de- 
termine the tax. 

The CHairMaNn. But, if a man has a certificate he can call on you 
for a definite barrel and that barrel takes a definite tax, is that right? 

Mr. McCuure. That’s right, in accordance with the number of tax 
gallons in the barrel at the time we dump it. 

The passage of this bill will not result in any advantage to any 
particular distiller, large or small, over any other distillers. Actually 
the failure to pass this bill may very well result in some companies 
being able to buy up quantities of distressed spirits at advantage to 
themselves and financial disaster to the sellers. In other words, the 
failure to pass this bill may help some at the expense of others. 

The present emergency in our industry has been hurting others 
outside of the industry. 

The CHarrMAN. I assume that transactions in whisky are common 
banking business in Kentucky. What is the attitude of the bankers 
down there toward this thing? 

Mr. McCuvre. A banker is not very anxious to loan money today 
on whisky that is approaching 8 years of age. 

The CuarrmMan. When you say they are not very anxious, do you 
mean they are tightening and saying no? 

Mr. McCuure. Yes, sir. 

The CHarRMAN. What, then, does the resourceful distiller do? 

Mr. McCuure. He comes to Congress with the Saylor bill, I 
guess. 

As long as the present critical situation continues, distillers will 
avoid producing new whisky except to the minimum extent necessary 
to keep some continuity in inventory. As a result, the cooperage 
industry which produces barrels for distillers has been in the doldrums. 
Layoffs in this industry have been so extended that men who have 
spent their lives making barrels have had to seek employment in 
other industries. 

The CuarrmMan. Where are the centers for making barrels? 

Mr. McCuuvre. Louisville, Terra Haute, and Baltimore. 

The CuarrMan. What kind of wood do you use? 

Mr. McCuure. White oak. No other wood can be used by regu- 
lation. The purchasing of grain has been reduced as we have reduced 
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our production and as time goes on the farmer may feel the effects 
of the emergency in our industry. It goes without saying that when 
any domestic industry suffers harm, the rest of the economy suffers. 

We come now to the factors which created the emergency, and I 
feel these are very important. Anyone familiar with the mdustry 
knows that the current emergency was created by circumstances 
which could not be reasonably anticipated and over which the indus- 
try had no control. 

The first factor was the succession of emergencies during and after 
World War II. During World War II the facilities of the entire 
distilling industry were converted to the production of industrial 
alcohol for the war program. 

I have those figures here, if you are interested. 

The Cuarrman. I think it would be interesting. Put them in the 
record. 

Mr. McCuvre. The distilling industry produced 685 million gal- 
lons of industrial alcohol for the Government for the production of 
synthetic rubber, alone, in addition to the substantial quantities pro- 
duced for other war purposes. During these war years, practically no 
whisky was produced by American distillers, except for a small quan- 
tity during a few brief periods when beverage distilling was permitted. 

As a result, inventories were drastically depleted and whisky had 
to be produced in large quantities after the war to replenish the short- 
ages. After the war, there was another distillery shutdown and there- 
after there were repeated threats of shutdown by reason of successive 
national emergencies up to and including the Korean war. 

These conditions led to peak production during certain periods in 
the years following World War II, as distillers sought to build up 
stocks necessary to take care of all possible contingencies. It is more 
accurate to describe the present problem as one of unbalanced, rather 
than excess, inventories. 

Senator Bennett. Mr. McClure, I have read through the balance 
of your statement. You don’t think there is any factor in here of the 
industry’s attempt to take advantage of a market situation and pro- 
vide an unusually high rate of profit for itself when it forces the year- 
end stocks up approximately double what they were at the end of the 
war? 

You say in your statement that all of these factors were beyond your 
control. Don’t you think there are some elements of prudence in- 
volved when an industry deliberately creates an inventory which is 
double its previous inventory experience? 

Mr. McCuure. I think undoubtedly so. I would like to check 
those figures with you, if may. We were blessed with a very hectic 
time, if you will pardon my saying so. 

I know other industries were, too, during the war and the postwar 
period. 

Senator Bennett. Mr. Avis has already testified that you were in 
a terrible inventory situation and that you were saved by the war, 
that you had already overproduced and that if it had not been for 
the war, this condition would have come a great deal earlier than it 
has. 

But in spite of that lesson, apparently as soon as the war was over, 
you went back into the same situation and built up your inventories. 
The turn came in 1945, when you had a low of 307,000 against a pre- 
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vious high, when the war began, of 504,000. You have now built it up 
to 767,000, at the end of 1952. Itseems to me it is a little self-righteous 
to say that all of these factors were beyond your control. 

It seems to me that represents a definite overreaching of the 
industry. 

Mr. McCuure. I haven’t quite finished with these factors that I 
feel have affected it. 

Senator Bennett. I have read the rest and I don’t see any other 
reference to that particular factor. There is a reference to the tax on 
spirits. 

Mr. McCuvre. And there is a reference to the type that the public 
desires, which was a factor that we didn’t have much control over. 
That was my point. 

Senator Bennett. Do you think if that change of pattern had not 
occurred that 767 million gallons would have been a safe inventory 
at the present time? 

Mr. McCuure. It might be a little high. I think I heard one of 
Mr. Avis’ assistants say here that he thought 105 million per year, 
on a 6-year basis, 630 basis, would be all right. It would depend on 
the individual company. Some companies market older whiskies and 
some market it straight. 

Senator Bennett. | was interested in the statement of 105 million. 
Yet, only 2 years since 1936 has there been a total disappearance 
anywhere near approaching that. 

Mr. McCuvre. The 105 million are original gallons, and they 
shrink 20 or 25 percent before you withdraw. 

Senator Bennerr. Are your year-end stocks original proof gallons? 

Mr. McCuure. Yes, sir. 

Senator Bennett. How could you operate the business successfully 
on 3 to 5 million gallons prewar and yet it has crept up now to about 
750 million gallons and you don’t think that is an excess? 

Mr. McCuure. To get you confused again, my figures are calendar 
years and yours are fiscal years, but your low point, I believe, was in 
the calendar year 1943, which would be your fiscal year 1942, I guess. 
No; it would be the fiscal year 1944. 

Senator Bennett. The low point on the table on page 58 of the 
hearings before the House was in fiscal 1945, showing a year-end stock 
of 307,587,545 gallons. The low point is of no particular concern to 
me. 

Mr. McCuure. I was going to try to explain to you that when our 
inventories were at their lowest was when we were not in production. 

We were making Government alcohol. Eighty-nine percent, or 
thereabouts, of the bottles of whisky sold to the consumers was what 
we call spirit blend. They had 30 or 35 percent whisky in them and 
the balance was neutral grain spirits. That trend is taken up in my 
factor No. 3. That was the change in consumer habits. The sales 
of blended whisky predominated, going up to about 89 percent, as IJ 
recall it. 

The CHatrMAN. Does the price have anything to do with the 
distillers requiring a longer time to market their inventories? 

Mr. McCuursg. No, sir; you have straight whiskies today selling 
cheaper than spirit blends. 

Senator Bennett. I want to ask a hypothetical question. What 
would you consider to be a safe and normal year-end carryover of a 
size which would not tend to create recurrences of this present problem? 
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Mr. McCuure. At our present tax rate, sir? 

Senator BENNETT. Yes. 

Mr. McCuure. I would say between 600 and 700 million gallons. 

Senator Bennett. Then you actually believe that the present 

carryover is not very abnormal? 

Mr. McCuvre. It is not an overproduction, sir. It is lumps 
our inventory. 

The Cuarrman. What was your answer? 

Mr. McC ure. It is unbalance. It is an unbalanced inventory. 
[ said it was lumpy. We had too much at certain seasons. Now, 
look at the fall of 1950. Korea started in June of 1950. In the fall 
of 1950 and the spring of 1951 they just turned on full speed, because 
they had every indication that they were going to be put back into 
alcohol production. When we get to that, that is going to be some- 
thing to digest. Itisa whopper. The same thing happened, Senator, 
at another period. 

In August of 1944 the WPB released facilities for the production 
of beverage spirits, but prohibited the use of corn. In January 1945 
they authorized the use of corn of any grade provided the quantity 
did not exceed the quantity of 50 percent of the total grain bill, 
including malt, or 40,000 bushels of corn. 

In July 1945 the WPB authorized release of facilities to the pro- 
duction of spirits for beverage purposes. There were no grain 
restrictions at that time. Then we get into the war orders. 

Senator Bennerr. I don’t think it is necessary to put all of those 
in the record. 

Mr. McCuure. No, sir. But they didn’t say, now, you are going 
to have so many days this month and so many next month. You 
didn’t know until the Ist of the month what you could produce. 
So every time you were turned loose, you made everything you abso- 
lutely could. That same thing applied to the Korean scare in the 
fall of 1950, and then when the Chinese moved into the Korean 
situation in the spring of 1951. My own company did it and we all 
did it. We had been through this wringer once. We had seen our 
straight whisky business go from 60 percent or 65 percent of the over- 
all business down to 11 percent, because we didn’t have the whisky 
to put in. 

Senator Bennerr. While you were looking at the immediate prob- 
lem, you didn’t look forward 8 years to see the lumps you were 
creating for yourself. 

Mr. McCuure. That is right. As an industry, we didn’t. Some 
individual companies did, and they are in beautiful shape. Some 
companies are buying whisky today. They don’t have as much as 
they need. Others are out of proportion. 

All we are trying to show you gentlemen is that it won’t cost the 
Government a penny’s worth of revenue. If you can extend this 
from 8 to 12 years just on whiskies already made, that is all we are 
asking. 

Senator Bennerr. Do you think the industry has had enough 
experience to avoid this kind of problem in the future? 

Mr. McCuure. Yes, sir; I do. Of course, we never can guess right 
all the time. My second factor here is that we were led to believe that 
6 months after the cessation of hostilities, our Federal tax was going 
from $9 to $6, and we planned our sales program accordingly. Instead 
of going from $9 to $6, it went from $9 to $10.50. 
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Senator Bennerr. Did that have a marked effect on the consump- 
tion of whisky at that time? 

Mr. McCuoure. It certainly had, sir. It depends upon what you 
mean by a “marked effect on consumption,” of course. For example, 
if we use 1942 as a level year, in the year 1952, after this $10.50 tax, 
our population was up 10.4 percent, our personal income up 100 
percent, our commodity sales 200 percent, but tax-paid, legal liquor 
sales were right where they were 10 years before. Nobody is going 
to convince me that personal income can double, the population can 
go up 13 percent, and commodity sales 200 percent, and people not 
consume more whisky. They are consuming it, but they are con- 
suming it illegally, and you people are not getting your revenue. 

Senator Bennerr. When you say whisky was exactly where it was, 
were you speaking of dollars or gallons? 

Mr. McCuure. The dollars were up when you kept jumping the 
tax, of course. The tax in 1942 was $4. 

Senator Bennetr. When you say general sales were up 200 percent, 
that is obviously dollars. Are you saying that whisky sales in dollars 
were static? 

Mr. McCuure. No, I am talking about gallons. We are talking 
about per capita consumption. 

Senator BenNertr. But when general prices went up 200 percent, 
that didn’t mean that the number of articles sold went up 200 percent. 
We had an inflation situation. So you can’t compare gallons and 
dollars. 

The CuarrMan. In terms of gallonage, what was it per capita con- 
sumption in the periods of time that you are contrasting? 

Mr. McCuuvre. I don’t have my figures all the way back to 1942 
here. Yes, I have them, but again, they are calendar years. These 
are in millions of gallons of withdrawals. In the year 1942 it was, in 
round figures, 92 million gallons. In the year 1952 it was 66 million 
gallons. 

I am talking about just whisky, now. I know people are consuming 
more if the economy is up and I just think when we laid out our in- 
ventory plans on the promise of the $6 tax and we got a $10.50 tax, it 
just put a lid on us. 

The CuHarrMan. Doesn’t the quality of your judgment, looking back 
on it, leave you with the feeling that you would have made some 
different decisions if you had it to do over again? 

Mr. McCuure. Yes, I wouldn’t have produced like I did for Korea 
but like everyone else, no one knew what was going to happen 

The CHarrMan. Has been consumption gone up in this country? 

Mr. McCuure. Beer and wine have both gone up. I don’t have 
the figures. 

The CHarrMan. Substantially? 

Mr. Serr. No, not substantially. 

Senator Bennett. That is all, Mr. Chairman. 

The CuarrMan. Go ahead, Mr. McClure. 

Mr. McCuiure. The second factor is the taxes on distilled spirits. 
The various increases in the tax since the start of World War II have 
adversely affected legal sales, although they have stimulated illegal 
or bootleg sales, on which no excise tax is paid. This tax was $4 a 
gallon at the beginning of the war, was successively increased to $6, 
$9, and finally to $10.50, at a time when the distilling industry had been 
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assured and had confidently expected that it would be reduced to $6. 
Distillers anticipated a lowered tax, and producing accordingly, found 
themselves with inventories piling up as legal sales were held down by 
high taxes and bootleg competition. S 

Factor 3 was the change in consumer habits. Before World War IT, 
about two-thirds of the whisky sold was straight whisky. During the 
war, because of shortages, the pattern changed so that sales of blended 
whisky predominated. At the end of the war, distillers anticipated a 
return to prewar consumer habits as whisky became more plentiful 
and based their production in 1946 and 1947 on that assumption. 

But the prewar pattern did not return, and today sales of straight 
whiskies account for only one-half as much as before the war. Dis- 
tillers, therefore, require a longer time to market their inventories. 

In the light of these conditions, it must be apparent that the 
present emergency in the industry was brought about by factors 
completely beyond the control of the industry. 

I had written that, sir, before I talked with you. 

Senator Bennerr. That was the trigger that set me off. 

Mr. McCvurg. I think it is clear that H. R. 5407 involves no wet 
or dry issues. 

This bill can be conscientiously supported by all, whether they 
have wet or dry views. With your permission, I would like to quote 
the statement made last summer before the House by Representative 
Daniel A. Reed, chairman of the House Ways and Means Committee: 

I come from a dry district and have been elected as a dry all these years. * * * 
This is not a tax relief for the distilled-spirits industry or for the relief of anyone 
else. * * * All the revenues will be collected which would be collected under 
the law now. The only question presented here is whether or not the people 
engaged in this industry shall have this additional period of time to so adjust and 
regulate the affairs of their business that they can market their product in a more 
orderly manner and thereby not suffer the tremendous financial losses which it 
appears they will sustain if this product is forced out on the market at this time. 

Representative Thomas A. Jenkins of Ohio, a member of the same 
committee, told the House, in speaking in support of the bill: 

The only real question involved here is whether there will be a loss of revenue, 
that is, internal revenue. That matter was discussed fully in the committee. 
Some of us who have always been on the side of temperance held out against the 
bill until it was clearly shown that there would be no loss of taxes * * * bereisa 
business that I do not indulge in and I am not for, as far as that is concerned, and 
I do not patronize it * * * . However, it is a legitimate business in the country 
and we will not lose any taxes, I say again. 

On behalf of the entire distilling industry, we earnestly request that 
the Senate Finance Committee report this bill out favorably as soon 
as possible. 

The CHarrMan. Are there any questions? 

Senator Bennett. No questions. 

The Cuarrman. Thank you very much for your testimony. 


We have scheduled this afternoon Mr. Billik, Mr. Freedman, Mr: 
Gunson, Mr. Thomson, Jr., Mr. Flashman, Mr. Kinnaird, and Mr. 
Sam Manly. 

Are any of you gentlemen willing to rest on the presentation which 
this gentleman has made? 
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Mr. Gunson. I would be very glad to rest on that, sir. 

The CuarrmMan. Will you submit a written statement, please? 

Is there anyone else? 

Mr. Fiasuman. I will rest on the testimony given. 

The CuarrMan. Will you submit a written statement? 

Mr. Kinnarrp. I will be willing to rest on that. 

The Cuarrman. Thank you very much. 

Mr. Bruix. I am willing to rest on Mr. McClure’s statement. 
My own statement has been submitted for the record. 

The CuarrMAN. Thank you very much. 

Mr. Freepman. I am Steward Freedman, and I will rest on Mr. 
McClure’s statement. I have submitted a statement. 

Mr. Manty. I] am Sam Manly, attorney, of Louisville, Ky. I 
represent the James Walsh Co., Lawrenceburg, Ind., Old Joe Distilling 
Co., Lawrenceburg, Ky.; J. T. S. Brown Sons Co., Bardstown, Ky.; 
Old Rock Distilling Co., Joplin, Mo.; Waterfil & Frazier Distilling 
Co., Bardstown, Ky.; United Distillers Products Co., Amston, Ky.; 
Anderson County Distilling Co., Tryon, Ky.; Jack Daniels Distilling 
Co., Lynchburg, Tenn.; Glencoe Distilling Co., Bardstown, Ky.; 
Kentucky River Distilling Co., Camp Nelson, Ky.; Double Springs 
Dieser Co., Bardstown, Ky.; and Kentucky Distilling Co., Ear- 
anger, 

They are all small, privately owned distilleries employing about 600 
people. They will all subscribe to this statement. 

The CuarrMan. Then there is W. A. Thomson, Jr. 

Mr. Tuomson. I will be glad to rest upon Mr. McClure’s statement. 

The CuarrmMan. The following five statements are submitted for 
the record in lieu of personal appearances: 


STATEMENT BY HERMAN E. WIENER, Vick PRESIDENT, New ENGLAND DISTILLERS, 
Inc., In Liev or His Persona APPEARANCE 


The New England Distillers, Inc., Clinton, Mass., is vitallv concerned in the 
immediate passage of the Saylor bill, H. R. 5407. We are a small independent 
distillery with limited capital and resources. We are also proprietors of a bonded 
warehouse, United States IRBW No. 2 in Clinton, Mass., which is one of the very 
few bonded warehouses in this area. The rectifiers in New England have been 
limited for storage capacity for distilled spirits in bond and we have been pro- 
viding facilities to them for the storage and handling of their goods. 

As warehousemen we are responsible to the Federal Government for taxes 
involved on the goods stored in our warehouse, and we are in the middle of a 
serious situation now developing. We compute that the year 1954 will see a grave 
condition in this area; for conditions have been such that the rectifiers have been 
unable to dispose of their inventories in bond coming within the 8 years allowed. 
Furthermore they are unable to pay the taxes which will come due this year, 
leaving the responsibility for these payments on my company. 

Our tax liability on foreeouts for the vear 1954 will amount to approximately 
$300,000, It must be remembered that this is a tax liability which may be forced 
on us by rectifiers storing in this plant, and due to no lack of foresight of our own. 

The situation could be so serious as to jeopardize our ability to remain in busi- 
ness, and while we would naturally take every recourse possible to collect this 
tax money from the customers they are in no better position than we to pay the 
taxes on these forceouts. 

In the long run the Government would lose no tax revenue by passage of the 
Saylor bill. Since it involves the very life of many small independent businesses 
I see no reason why Congress should not be willing to provide the relief necessary 
by its passage. 








58 EXTENSION OF BONDING PERIOD ON LIQUOR 


STATEMENT ON Benatr or Mitton Marks, PresipEeNntT, Especo DISTILLING 
Corp., STaMrorp, Conn., IN Linu or His Persona APPEARANCE 


Esbeco Distilling Corp. of Stamford, Conn., holds basic permits, issued by the 
United States Government as follows: R-37, rectifier; BR 37, warehousing and 
bottling; 1-489, importers; P-345, wholesaler. 

Permit No. R-37 was issued in January 1934, almost immediately after repeal 
of the 18th amendment, followed soon thereafter by the additional permits listed 
above. 

It is clear from this record that. Esbeco Distilling Corp., has been engaged in 
the business of importing, rectifying, bottling, and distributing its products for 
20 years. 

During this period Esbeco Distilling Corp. has been able to weather every 
conceivable storm assailing this industry. We have faced scarcity of goods; 
fierce price wars; shutting down of all distilleries during World War II. We 
have known the difficulty of reestablishing distribution of its products after World 
War IIl—and the necessity for rebuilding its inventory of bulk goods required to 
maintain its position in the markets it serves. 

Grave as were the periods through which we have passed in the last 20 years, 
ncthing approaches the danger with which we are now confronted. The im- 
mense overhang of whiskys now in bonded warehouse, which must be taxpaid 
during 1954 and 1955, unless H. R. 5407 receives the approval of your committee 
and the Senate, threatens the very foundations of our industry. 

If the economy of the Nation is weakened by a disaster that strikes—and may 
well wreck—a single industry, every other industry will feel the impact of such 
a blow. 

Esbeco Distilling Corp. is in a particularly fortunate position from an inventory 
standpoint. By carefully planned purchases of bulk goods, and equally well- 
planned distribution throvgh the years, our company enjoys complete freedom 
from anxiety over enforced tax payments. We sympathize with those independ- 
ent distillers, rectifiers and wholesalers unfortunate enough to be faced with large 
inventories of 8-year whiskies. They need relief from immediate enforced tax 
payment. They need the extension of the bonding period contemplated by this 
bill. They need time to work out a proper and orderly method of distributing 
the known surplus of whiskies. 

It is with this latter phase of this grave problem that we are directly concerned. 

Esheco Distilling Corp., has, over the years, established itself in the markets 
of Connecticut, New Jersey, and New York. We are not a large concern—but 
we are an important one to thousands and thousands of retailers to whom we 
supply our products, We distribute directly to retail outlets in the States of 
Connecticut and New Jersey, and through jobbers in the State of New York. 

Should H. R, 5407 fail of approval of your committee, then our very existence 
will be threatened, The vast flood of whiskies unloosed upon a market unable to 
absorb it, will destroy the efforts of years. 

Even the so-called standard brands of the great companies will not be able to 
wit! stand the terrific impact of “bargain’’ sales of 8-year-oli whiskies at prices 
barely above the taxes imposed by the Federal and State Governments. 

As an example we were recently offered several hundred barrels of 8-year-old 
whisky at $1 a gallon over the Federal tax. The owner faced with an enforced 
tax payment of approximately $90,000 was willing to give away his whisky. We 
turned the offer down. Nowhere in our planned program of future allocations 
of our whiskies could such goods be assigned. 

But somewhere that goods found a buyer. At such “bargain” prices he could 
offer it at retail for a price that could not be matched by established and well- 
regulated companies. 

Unless H. R. 5407 receives the approval of your committee, such situations 
will be multiplied many times. Retailers are holding back waiting for the 
“‘distress”’ sales which are inevitable if the resolution now before your committee 
fails of approval. 

The industry faces the most disruptive period in its 20 vears of legalized exist- 
ence. Before the situation mghts itself complete demoralization is a possibility. 
The loss in revenue to the Treasury is incalculable under such conditions. As 
one company after another ‘throws in the sponge”? unemployment is bound to 
increase. Even now, unemployment throughovt the Nation is becoming a major 
problem of Government. Diminished purchasing power among the workers will 
make itself felt in every line of industry as expenditures for advertising, bottles, 
paper, lumber are curtailed, and plans for new warehouses and distilleries are 
abandoned. 





EXTENSION OF BONDING PERIOD ON LIQUOR 59 


For these, and many other reasons which could be advanced, Esbeco Distilling 
Corp. urges your committee to give favorable consideration to H. R. 5407, and 
extend the bonding period for whiskies in warehouses from 8 to 12 years. 





STATEMENT oF W. M. Morrison, Presipent or J. T. S. Brown’s Son Co. 
Barpstown, Ky., 1n Lieu oF His PERsonAL APPEARANCE 


W. M. Morrison is the president of J. T. S. Brown’s Son Co., an independently 
owned Kentucky distillery located at Bardstown, Ky. This is one of the smallest 
plants in the State having a daily production capacity of only 20 barrels. All 
of our production is held by us until same is old enough for bottling at which 
time we merchandise it through the medium of case goods to wholesalers and 
State monopolies. Normally we employ about 40 people all of whom live in the 
locality of the distillery. 

When we produce bulk whisky against our anticipated case-goods require- 
ments, we must necessarily obtain substantial credit from banks to assist us in 
carrying this whisky until it has reached at least 4 years of age. We have never 
experienced any particular difficulty in obtaining bank eredit until the last 2 
years or so and this difficulty was precipitated almost entirely by the weakening 
in the bulk-whisky market due, in turn, to the threat overhanging the industry 
of substantial quantities cf 8-year-old whisky that would be forced out of bond 
at a time when there was no market for it. 

We, ourselves, do not have any whisky that is 8 years of age and are not con- 
fronted at this time with the necessity of raising tax money for such whisky. 
However, within the next 10 months we will have merchandise that will become 
8 years of age and every month thereafter we will be confronted with additional 
quantities that will become 8 years of age and on which we must advance the 
tax money. Our banks are aware of this situation and it is becoming increasingly 
difficult for us to preserve our credit with them in view of this possible force- 
out of whisky that we own. 

We have not produced any whisky at our plant for the past 2 years due to the 
stringency in credit with banks as set out in the above paragraph. Eventually 
this situation is going to react against our company in a very harmful way in that 
we? will not have a continuity of goods to continue servicing our customers with 
the same uniform whisky that we have given them ijn the past. We are adverse 
to insisting on additional credit from our banks for the purpose of producing 
current whisky in view of the necessity of our keeping the banks satisfied as to 
our ability to pay the taxes of the whisky that will become 8 vears old during the 
next year. The necessity of keeping ourselves in sufficiently liquid postion to 
take care of any whisky that might be forced out on us, is causing a disruption 
in our program of producing the necessary whisky against our future requirements. 

We are strongly in favor of the Saylor bill for the reasons above set out. Not 
only will it give us sufficient time to market all of our older whiskies in an orderly 
manner, but by being relieved of any possible embarrassment in that direction, 
we will be able to obtain additional credit from our banks to produce current 
whiskies and preserve the continuity of our production. Unless such relief is 
given to the industry, we feel that the small distillers, such as ourselves, will 
eventually bea forced out of business because of the onerous tax burden that we 
are forced to assume at a time when the market is such that the whisky cannot 
be disposed of in an orderly manner. It is only through the enactinent of such 
legislation as the Saylor bill that the small units of the industry can hope to survive. 





STATEMENT SUBMITTED BY Unrrep DisTILLERS Propucts Corp., AMston, Conn., 
IN Lieu or PERSONAL APPEARANCE 


The following independent distiller, privately owned and financed, joins in 
support of the Saylor bill: 

hited Distillers Products Corp., Amston, Conn. Distilling capacity 40 
barrels per day; bottling capacity 500 cases per day; storage capacity 15,000 
barrels; employees on full operating « tandard 40 persons. 

In this business, we must anticipate the potential sales many years in advance. 
This is a guessing game that is difficult to solve. 

We were just recently stuck with a tremendous quantity of whisky that had 
reached 8 years of age, and it was impossible to finance the taxes on same. The 
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net results were that we had to export this whisky, and the Government simply 
lost the taxes entirely. 

The Saylor bill will eliminate this loss to the Government, because the taxes 
they do not collect in 8 years, can be collected during the following years. No 
other country in the world has a similar tax-due date, without a sale of the 
product. 

When we started, the tax was only $1.10 per gallon, and now it is $10.50—10 
times as much and that makes a terrific difference in the overall picture. 

It will only be a question of time before most small independent distillers are 
thus forced out of the industry entirely, and then corrective legislation will 
simply be too late. 





Letrer SuspMITTED BY Mr. DoaNE IN Liev or His PERSONAL APPEARANCE 


Oup Rock Disti,uiNne Co., 
Joplin, Mo., February 22, 1954. 
Mr. W. H. McMarns, 
Distilled Spirits Institute, 
National Press Building, Washington, D. C. 

Dear Mr. McMarns: This letter will be your authority to present the contents 
of same in your hearing before the Ways and Means Committee in regard to the 
passage of the Saylor bill. I regret that other matters prevented me from per- 
sonally being there. Our position in the matter is as follows: 

We, being a smell Missouri distillery, and because of the desire for Kentucky 
whiskies, our position on merchandising our whiskies which are faced with being 
forced out of bond, is even more difficult than that of the Kentucky distillers. 
The following inventory of our whiskies will be forced out of bond during 1954 
and unless we are given relief in this matter, the problem of raising the money 
necessary to tax pay same will completely ruin our institution. 
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If the bonded period is extended, we can weather this storm and methodically 
liquidate this whisky without it causing a financial hazard. 

Over and above the above-described whisky, we have the following 1947’s 
which are being depressed because of the whiskies that are now being forced out 
of bond. 


Barrels 

Jaxteard 2067 eo oes SOs Shakes ore ee ge ee ake ee ee 175 
PURE Ee eo a det eae tivncumnet ceeos Gate teeta Gi es atest oa, an a 234 
ee a to ie Stan tieack = jose oles Sl ge eR Cite AL age 409 


Over and above these, we have had to liquidate several hundred barrels of 
1946 straight bourbon whisky at prices as low, or lower, than the four old 
whiskies are selling for. This has worked a very great hardship on us. 

I sincerely feel that by the passage of the Saylor bill, the relief from it afforded 
the industry will make it possible for us to survive and work out of a very 
unhealthy situation. 

In closing, I might add that our company has withstood a financial loss, since 
1951, in excess of $400,000 and we have been able to continue only by contribu- 
tion of capital by our very limited number of stockholders. The passage of the 
Saylor bill will certainly help put us in a position to recoup some of these losses 
and if the bill is not passed, our losses will be far greater and will necessitate 
liquidation of our corporation. 

Please feel free to use this letter, if you see fit, at your hearing before the 
Senate Finance Committee. 

Yours very truly, 
Martin R. Doane, President. 

Witness: 

Luona SHETRON, Secretary 
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The Cuarrman. Then that will complete our witnesses. 

You are all at liberty to put in written statements. Thank you 
very much for coming. 

(By direction of the chairman the following are made a part of 
the record:) 


STATEMENT FOR FepERAL Liquors, Lrp., Boston, Mass. 


Federal Liquors, Ltd., is the holder of a Federal basic reetifiers permit No. 
R-94, and operates all of its facilities at 54 Chardon Street, Boston 14, Mass. 

As a rectifier, we are permitted to acquire distilled spirits for the purpose of 
blending or bottling straight alcoholic products which we distribute directly to 
the retailer in Massachusetts or licensed wholesalers outside of our own State. 

As a rectifier and bottler, we purchase bulk whiskies and spirits from distillers. 
Therefore, we are in the same category as distillers with the relation to the tax- 
paying of whiskies and spirits. 

The extension of the bonding period will permit us to,make an orderly liquida- 
tion of our surplus inventories paying the excise taxes as our inventory will be 
withdrawn for consumption. 

In order to remain in business and have a continuity of merchandise, we found it 
necessary to make purchases of brandies, whiskies and spirits in the year of 1946 
for future vears. We applied the best business sense and judgment in relation 
to our volume at that time to only buy quantities to care for our requirements. 

Our company had disappointing years between 1947 to 1950. Subsequently, 
we now find ourselves with inventories in a few categories which have been forced 
out of bond for which taxes had to be paid for same, or goods nearing the 8-year 
period for which we will be obliged to pay the excise taxes. In many instances 
either in anticipation of the goods nearing 8 vears old or being forced to tax pav 
at the end of years, we have been compelled to sell below cost. resulting in heavy 
losses. 

We found it necessary for the prepayment of these taxes to make large loans 
from the banks using up our limit credit extensions which moneys should have 
been used in the ordinary process of business to make profit. 

Within the next few months we are faced with taxpaying many thousand gallons 
of brandies, whiskies, and brandy spirits. As these are not readily salable mer- 
chandise to available markets, will mean that in order to avoid the tieup of many 
thousands of dollars in very slow merchandise that we will have to make arrange- 
ments to either export or redistill these items. In either instance, whether we 
export or redistill, there will be an added cost to the total loss of our inventory. 
All this loss and unnecessary expense will be avoided by the simple enactment of 
the H. R. 5407 bill. 

In the face of all our arguments it may appear that the large distiller would 
benefit more by the extension of the bonding period. This is not altogether true, 
as we who are regarded as a small company by comparison of our competition, 
would be affected tremendously if the law is not changed. The large distiller 
with moneys could disrupt the market forcing down prices in order to liquidate 
their taxpaid inventories forced out of bond. Reduced selling prices would affect 
our profits resulting in less income taxes to be paid to the Government. 

Definite and favorable action is essential on this matter. 


LAURENCE M. SINGAL. 





STATEMENT ON BEHALF OF PopeER Morson Co., New York, N. Y. 


Popper Morson Co. holds a Federal basic rectifier’s permit. It has its rectify- 
ing plant at 48-52 Essex Street, Jersey City, N. J., and sales and executive offices 
at 630 Fifth Avenue, New York, N. Y. 

A rectifier is one who acquires bulk distilled spirits and blends and bottles it 
into various products, for distribution either directly to licensed retail outlets, 
as we do in some States, or to licensed wholesalers, as we do in others. 

Among the products which we produce and market are blended whiskies, 
straight whiskies, bonded whiskies and liqueurs. Most of our business is localized 
in the Northeastern States. In the liquor industry, by compirison, we fall in 
the category of ‘‘small business.” 

The primary consideration before this committee, of course, is the welfare of 
the public and then, too, that of the Government, in connection with the collection 
of excise taxes affecting distilled spirits 
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Other proponents of the measure undoubtedly will conclusively show that the 
passage of the measure will not adversely affect the welfare of the public and that 
the interest of the Government will be adequately safeguarded. 

The purpose of the measure, as we see it, is to give relief to those members of 
the industry who are faced, through no fault of their own, with dire financial con- 
sequences in the event they are required to tax-pay the tremendous quantities of 
whiskies now in bonded warehouses and which will have been stored therein for 
8 years by now and by a limited number of later years. 

Not only is the distilling branch of the industry so affected, but we, as a rectifier, 
find ourselves in the same position. 

In 1946 and in the early part of 1947, we had acquired bulk whiskies in quantities 
which, in relation to our then business, appeared to be normal requirements. 

In light of subsequent events, 1946 was a peak year and turned out to be an 
untrue barometer for our requirements for subsequent years. 

We now find ourselves with an inventory of approximately 170,000 regaged 
proof gallons of whisky running from fall 1945 distillation through spring 1947 
distillation. This inventory was acquired by us at about the time of original 
distillation. 

Based on our experience for the past year and with consistent sales effort, we 
should use up within the next 15 months, in the course of our business, approx- 
imately 65,000 regaged proof gallons of the above approximate 170,000 regaged 
proof gallons. 

At various times, between now and March 1955, we will be faced with the dis- 
maying prospect of being required to tax-pay, in addition to our norma! require- 
ments, 105,000 regaged proof gallons of distilled spirits which at $10.50 a proof 
gallon amounts to $1,102,500. 

For a business such as ours, that is a staggering figure which we will be unable 
to mect 

Having in mind the &-year bonding period under present laws, we have been 
using older whisky in products which ordinarily are marketed with whiskies of 
less years. We have even used whiskies stored for about 8 years in products 
which are ordinarily made with neutral grain spirits, without any increase in 
selling price by reason of the much more expensive ingredient, namely, whisky 
stored for about 8 years. 

We have also tried to ease our situation by taking part of our whiskies which 
were about to have been stored for 8 years and bottling them in bond. Because 
of the imminent tax-payment deadline, we bottle much more goods than we could 
use in the ordinary course of business. We are obliged to incur in a short time 
the expense of bottling and storing these goods, whereas, ordinarily, the bottling 
charges would be spread out over a longer period of time and there hardly would 
be any storage expense. 

We have embarked upon an energetic sales campaign to sell these large quan- 
tities of hottled-in-bond goods at distress prices. We now have approximately 
8,000 cases on hand of bottled-in-bond It should take about a vear for us to 
sell that inventory, let alone being obliged to bottle more goods as other whiskies 
of ours become 8 years old. 

There is an immediate need for the proposed legislation. We maintain that 
the need is now. 

In our case, the need for extension is immediate as most of our inventories will 
have been stored in bond 8 years during the spring and fall of 1954 and some have 
already been stored for 8 years, against which assessments have been levied. 

We submit our position as an illustration affecting one small company. Many 
members of the industry are similarly affected, only multiplied many fold. 

Thank you for your kind consideration and courtesy extended. 

JosepH BILIk. 





STATEMENT OF STEWART 8S. FREEDMAN 


[ am the president of the Old Joe Distillery Co. of Lawrenceburg, Ky. My 
office address is 603 First National Bank Building, Cincinneti, Ohio. My 
father and I own all the capital stock of this company. 

My father, Semuel Freedman, has been in the whisky business continuously 
since the turn of the century, except for the prohibition years; he hes done 
business as a distiller, a broker, and a wholesaler. I have been in business with 
my father since repesl; from 1941 to 1946 we were part owners of Pebbleford 
Distillery Co. at Wilder, Ky. 

In 1947 we bought the plant, warehouse, and bulk inventory of Kings Mill 
Distilling Co. in Anderson County, Ky. This distillery was built shortly after 
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repeal and since our acquisition we have invested substantiel sums enlarging, 
improving, and modernizing. Except for the war years the plant hes produced 
whisky each spring and fell season to meet the anticipated needs of the business. 

Our plant is feirly typical of the smell independent distilleries in Kentucky. 
We have a distilling capacity of some 50 barrels per day; warehousing cs.pacity of 
65,000 barrels; and a bottling capacity of 1,750 ceases of fifths per day. We 
employ 69 employees in the distillery, warehouse, bottling plant, and office, all of 
whom live in Anderson County. During the year 1953 approximately $4,350,000 
in Federal excise taxes were paid on whisky withdrawn from bond eat our plant. 
In addition, we pid thousands of dollars in Stete, county, and school t>xes. 

As a small independent distiller passage of the Saylor bill is of vital importance 
to us. 

As I have stated, in order to maintain a proper supply of whisky to enable us 
to keep the uniform quality of our brands we must anticipate the whisky market 
4 to 6 and 8 years in advence. Because of reasons beyond our control we found 
ourselves faced in 1952 and 1953 with a whisky market on the downgrade. 

When whisky production was resumed after World War II, it was made with 
the understanding that the war tax of $9 per gallon which became effective April 1, 
1944, would expire at the end of the hostilities and the tax would revert to $6. 
It was anticipated that this reduction would spark the market and result in 
increased sales. With this in view the distilleries produced quantities sufficient 
to handle such an increase in sales. However, at the end of the war the $9 tax 
became permanent, and in 1951 the tax was raised to $10.50. A sales resistance 
then developed that slowed up the anticipated sales increase, resulting in greater 
stocks of legal liquor than was necessary to meet legal demands. 

The first whisky production after the Second World War, except for the 1 month 
holiday in January 1945 was begun in July 1945. In July 1945, and in the fall 
of that year Government restrictions on grain prevented the use cf materials 
necessary to produce standard Kentucky bourbon whisky. In addition to grain 
restrictions, independents were unable to preecure new white oak charred barrels 
and had to put that whisky they did make in used cooperage. 

This whisky started to arrive at the age of 8 years in July 1953. We, as inde- 
pendents, found ourselves in the position of owning 1945 whisky, which, because 
of the condition of the market, was not in demand, and yet we were required to 
pay a Federal excise tax running around $350 per barrel when and as it reached 
8 years. As the 8-year deadline approached this whisky became a greater and 
greater liabilitv. The banks with whom it was financed were pressing for the 
disposal of it, and yet there was no market. It could not be given away, nor, 
under the law, could it be destroyed. When July 1953 came we had 155 barrels 
that became 8 years old during that month and August. After frantic efforts 
and after tax on part of the barrels became due we were successful in finding : 
large company that would take it off our hands for nothing and pay the Federal 
excise taxes of $54,000. We not only got nothing for the whisky, but we had to 
pay a broker a fee for finding someone to take it off our hands. Our own loss 
of everything we had in this whisky was minor by comparison with the excise 
tax. 

During the summer of 1953 we were successful in disposing of one lot of whisky 
consisting of 215 barrels maturing variously in the months of July, August, 
September, and October 1953, at various prices ranging from $7.50 a barrel to 
$25 a barrel depending upon how near the 8-year deadline was to the time of the 
sale. This was whisky that cost us many times the sale price but we had to dis- 
pose of it to avoid the tax liability. The taxes at approximately $350 a barrel 
would have amounted to $75,000. 

These are only two instances among many where we had to suffer nearly a total 
loss of our investment in inventory in order to escape huge tax liabilities that 
resulted from the arbitrary 8-year period for tax payment. But this is only part 
of our damage. 

The only way an independent can finance its business is by borrowing against 
the whisky in its inventory and putting it up as collateral. For the past 2 years, 
however, banks would rarely make loans on 6- and 7-year-old whisky. Our 
borrowing power was thus cut down to that extent. We have no other means 
of financing as do the large members of the industry who operate largely on public 
capital and who can borrow from banks on open loans. 

Furthermore, because of the demoralization of the market resulting from the 
pressure created by the expiration of the 8-year period it has become increasingly 
difficult to borrow even on current production. 
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It has been a custom of the trade in the past for independents to sell part of 
their current production to wholesalers on contracts. The wholesalers contract 
to take so many barrels a month and they take this whisky to their own banks 
for financing. As a result of the critical situation, they are finding it impossible 
to contract for new whisky since they are being squeezed by the pressure of having 
to meet tax payments on the whisky they bought 7 and 8 years ago. This has 
destroyed a most important outlet for our whisky. 

One of the most serious dangers, however, that we find ourselves in is our 

liability as warehousemen. A very substantial part of the whisky stored in our 
warehouses belongs not to us but to outsiders. Some of this is whisky that we 
sold these outsiders; some of it is whisky they bought from others and moved 
into our warehouse tor ageing. Under the law, we as warehousemen are liable 
for the tax regardless of who owns the whisky. Of course, we have a lien on the 
whisky if we have to pay the tax; but a lien on a barrel of whisky that may be 
worth anywhere from $50 down to nothing is of little value if we have to pay a 
tax of $350 for that barrel. If the owner of 1,000 barrels of whisky stored in our 
warehouse failed to or was unable to pay the taxes on them at the end of 8 years 
we, as Warehousemen, would be liable for some $350,000 in taxes on whisky we 
didn’t even own 
In addition to this liability as a warehouseman, we are liable under the law, 
as a distiller for the Federal excise tax on every gallon of whisky that was made 
at our distillery regardless of how many owners it has passed through since it was 
made, regardless of who owns the whisky now, and regardless of where that whisky 
may be stored. 
In view of our liability as warehousemen and as distillers our position is quite 
precarious unless we get some extension of time. The outlook is that this eondi- 
tion is likely to continue for the foreseeable future; each month that passes more 
whisky is becoming 8 years old. Our hope of survival as independents lies in our 
getting time during which our stocks of whisky can be liquidated in an orderly 
manner. We have long since curtailed our production of new whisky down to 
the barest minimum consistent with the maintenance of a continuity in our 
inventory. We believe that the Saylor bill will enable us to continue to exist as 
an independent in the industry, one of the few left in Kentucky. 





STATEMENT OF L. J. GUNSON, PRESIDENT, CONTINENTAL DiIsTILLING Corp. 


I am I.. J. Gunson, president of Continental Distilling Corp., and its affiliates, 
Kinsey Distilling Corp., and W. A. Haller Corp., which are subsidiaries of 
Publicker Industries, Inc., of Philadelphia, Pa. 

I believe that Mr. McClure has very ably described the danger that is threaten- 
ing the distilling industry today. I know that a number of smaller distillers are 
already in difficulty either because they cannot afford to pay the tax on the whisky 
which has reached or is reaching the 8-year limit or because they cannot sell 
their bulk whisky to their customers in competition with the distress stocks that 
are being dumped on the market. 

During the past few months my company has been offered various lots of 
whisky at prices which [ know must represent only a fraction of their cost. You 
‘an readily see how this situation, as Mr. McClure pointed out, will benefit 
some of the financially stronger companies for the time being. Since some com- 
panies may not have to face the inventory problem until next year or the following 
vear, they are in a position to gain from the distress of others. However, I am 
happy to note that even those few industry members who are in a position to 
benefit in this emergency are supporting H. R. 5407. 

I am frank to admit that my company is one of those acutely affected by the 
force-out problem now. We have tried to meet the situation by every legal 
means available. Large quantities have been placed in export channels and 
selling effort in foreign markets has been greatly intensified. Prices of various 
brands have been reduced to rock bottom. We have made certain changes in 
our blended whiskies to use up whisky at a greater rate. The average blended 
whisky on the market today contains about one-third whisky and two-thirds 
neutral spirits. Some time ago we began to substitute 7- and 8-yvear-old whisky 
for neutral spirits despite the fact that the cost of neutral spirits before excise 
tax is only a fraction of the cost of whisky before tax. And this increase in quality 
has heen effected with no increase in the price of the product. 

The problem gets worse day by day and if no relief is given, redistillation of 
8-year-old whisky will be the last alternative. Some quantities of 8-year-old 
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whisky have already been redistilled with the resultant loss of about 90 percent 
in value. We have in our warehouses some of the finest aged whiskies in the 
country. To redistill that whisky will hurt us, will hurt the consumer and will 
hurt the Government. I don’t mean to imply for a moment that we face financial 
disaster. Fortunately we are strong enough financially to absorb whatever loss 
may be involved in this drastic step. But I know that others in the industry are 
not so fortunately situated. In any event, since the Treasury Department has 
a 52 percent interest in any profits made by a corporation the Government will 
lose 52 percent of every dollar lost by the industry as a result of the present 
industry crisis. 

I want to emphasize that the problem my company is facing now will be faced 
sooner or later by almost everyone in the industry. For a few, it is already 
almost too late for relief. If passage of H. R. 5407 is delayed, the delay will 
amount to discrimination against those facing the problem now in favor of those 
who will meet the problem later. Those few who may be favored by delay will 
be receiving a double benefit first by having gained by the distress of others and 
second by getting the relief which was not given to their competitors. I know 
that this committee is opposed to discriminatory legislation and would not want 
to see competition by legislation. 

Gentlemen, the crisis in the industry today, as Mr. McClure pointed out, was 
caused by several factors beyond the control of the industry. We are not asking 
for financial or tax relief such as has been given to other domestic industries dis- 
located by wars and other national emergencies. We ask only for a temporary 
extension of a restriction imposed by law which extension won’t hurt revenue 
collections but may well increase the revenue. 

I would like to repeat again that if reliet is delayed it may come too late to be 
of any value to some in the industry. I respectfully urge your favorable con- 
sideration of this bill. 


To the Senate Finance Committee: 


I am W. A. Thomson, Jr., owner and operator of Kentucky River Distillery, 
located at Nicholasville, Ky., on the Kentucky River, 20 miles south of Lexington, 
in the deep country. It is my belief that the passage of H. R. 5407 will momen- 
tarily correct a great inequity which now exists in the distilling industry. 

There exists at the moment an imbalance of whisky, particularly those whiskies 
made in 1946, which were made under wartime conditions, and peculiarly enough, 
there exists a vast imbalance in whisky made in 1950 and 1951. The reason this 
overproduction exists in 1945’s and 1946’s is because these whiskies were made 
under wartime restrictions. The reason that there exists an overproduction in 
1950’s and 1951’s is because the Department of Agriculture caused this industry 
and its executive heads to be called into the Department of Agriculture building 
on September 6, 1950, and as I happen to be a member of the committee called 
by the Department of Agriculture I am conversant with the facts. Officials of 
the department were in charge of that meeting. At approximately 11:45 the 
first day that meeting was called the industry was told that because of the Korean 
situation the industry possibly would be closed down some 18 months, or 2 years, 
and that no beverage spirits of any kind would be permitted to be manufactured. 
It was further stated that such a closedown would not happen for a month or two. 

The officials called for an hour’s recess for lunch at approximately 12:30 on 
that day, which was Monday. Executives of the industry rushed from that 
meeting to long distance telephones located in and about the meeting room, got 
in touch with their various plant superintendents, ete., and ordered a 24-hour 
per day production, assuming that they would soon be called upon to convert 
to war industrial purposes. 

At that time, if this committee will go back in its memory, everyone in Wash- 
ington was very undecided as to what course would be pursued in the Korean 
conflict, and whether such conflict would lead to an all-out worldwide war. 

The close down of the beverage spirits industry was not put into effect by the 
Department of Agriculture, such close-down periods being delayed from month 
to month by the Department of Agriculture. In the meantime, in preparing 
for the close-down of the entire distilling industry for 18 months to 2 years the 
industry was doing its best to accumulate stocks for that period. 

Thus, the industry was forced by act of Government to overproduce in the 
fall of 1950 and spring of 1951. 

Mav I ask the consideration of the committee to look at the following figures: 

Some distillers are forced to sell a case of 4-year-old bottled in bond whisky 
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at a price of $33 f. o. b. distillery. Immediately and prior to the sale of this case 
of whisky we must hand to the Federal Government $25. We must further pay 
a bottling house payroll, ad valorem tax, such ad valorem tax being $3.50, which 
is school tax to the State of Kentucky; then, we must meet a payroll for our em- 
ployees who bottle this whisky, pay the maker of the glass bottles, the carton, 





ete. Therefore, our total output before we can sell this case of whisky is $25.20, 
and $2.12. It can be seen, therefore, that to get back $1.60 per gallon which we 
have in the whisky itself, we must put out $27.44 and we must put out this amount 


of money for a period of from 30 to 60 days, ne teat is the time it takes us to collect 
for this case of whisky after it issold. Now in the case of these 16 small distillers, 
whose enterprises are owned by them, and who do not have access to public moneys 
in the way of stock and bond issues, you can see that a very difficult problem exists 
in getting enough money to finance even a small operation. It can be seen then, 
that because of the tax we have to raise, and because of the force-out at the end 
of 8 years, the laws have created unsurmountable problems for the small distiller 
Kentucky River Distillery has a tax liability on force-out of 800 barrels or 
$400,000 this year. It is impossible for me to raise this money. 
We therefore ask you for relief at this time, before all of the little fellows die. 
Gentlemen, thanking you for your kindness and consideration, and hoping 
that you will grant the major relief we now request, I remain, 
Most respectfully, 
Kentucky River Distinuery, Inc. 
By Wiuuiam A. THomson, Jr., President 


STATEMENT OF SipnNry B. FLASHMAN, Boston, Mass. 


Honorable Chairman and members of the Senate Finance Committee, I am 
Sidney B. Flashman, a resident of Boston, Mass., and I have been actively 
engaged in the liquor industry in various capacities since the repeal of prohibition 

At the present time I am the president and principal stockholder of Double 
Springs Distillers, Inc., of Bardstown, Ky., which corporation is engaged in the 
distilling, warehousing, and bottling of distilled spirits. I am also the sole 
proprietor of the Bonded Liquor Co. of Boston, Mass., dealing only in warehouse 
receipts for bulk whisky. 

As this is the only industry that must pay Federal excise taxes on unsold goods 
at a deadline date, whether or not we have the funds to pay them, it is necessary 
that we obtain relief through Congress to relieve the present distressed conditions 
and great prevailing hardships of all the smaller, as well as some of the larger 
distillers. 

As long as any member of this industry is penalized to any degree because of 
this condition, and since this condition can be corrected by the enactment of the 
Saylor bill (H. R. 5407) it is my sincere hope that this honorable committee will 
act favorably to pass this measure in order to immediately correct the inequity 
of the present law. 

Yes, as long as anyone may suffer hardship and financial loss due to the hardship 
imposed by the present law, this committee should recommend the immediate 
passage of the Saylor bill (H. R. 5407), especially since its passage in no way is 
objectionable to any members of this industry or to the Treasury Department. 

The failure to change the present law, when this condition was first brought to 
the attention of Congress in 1952, and again in 1953, has resulted in millions and 
millions of dollars of loss of capital to the liquor industry, in addition to the 
great loss to the Treasury of income taxes as well as income-tax refunds which 
were paid to many concerns 

As for myself, and my companies, we have suffered great losses, both of capital 
and potential profits. As a distiller and a dealer of bulk whiskies it was normal to 
carry, purchase, and sell inventories of whisky that were in demand by our cus- 
tomers. 

In the years preceding 1952, we bought and sold many thousand barrels of 
whiskies of 1944 through 1946 inspections of rye, bourbon, and straight whiskies 

As our customers varied from small wholesalers and rectifiers to the largest 
con ipanie s in the industry, and the nature of the business required varied types of 
inventories it was normal for us to replace sales with additional quantities of 
similar goods when they were available. Accordingly, when the subject of extend- 
ing the bonding period was proposed by the introduction of the Eberharter bill in 
1952, we had in inventory various lots of whisky of 1944, 1945, and 1946 inspec- 
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tions. These whiskies were left after sales and purchases by us at different times 
in 1948 through 1950. 

When the Everharter bill failed to pass in 1952, conditions in the industry 
changed. Concerns who normally would purchase their requirements of aged 
goods in the usual manner, became aware of the evident fact that there would be 
a rush on the part of both small and large holders of aged whiskies to dispose of 
their inventories before the Federal excise tax would be imposed upon them. 
Therefore, instead of a normal market, prices started to tumble on all ages of 
bulk whiskies. 

This situation was further greatly aggravated in 1953 by the failure of the 
Saylor bill to pass, and as a result large quantities of 1945 whiskies of all types 
were thrown on the market, both in bulk and in case goods, at almost any price, 
to either eliminate the payment of the excise taxes by the holders or to dispose of 
the goods after the taxes were paid. 

Not only did this cause us great losses on the 8-year-old, or near 8-year-old 
whiskies, sold either in bulk or in case goods, but it was almost impossible to find 
customers at any price, because everyone was afraid that prices would fall still 
lower and they, therefore, bought only what they actually needed and in very 
small quantities. This distressed condition on 8-year-old whiskies naturally 
upset the entire price structure of all ages of bulk ani! case goods 

To meet compet iticn of case goods and bulk sales. we, as well as other small 
distillers are forced to sell all ages of our goods at cost or less than cost, without 
any allowance made for selling or administrative expenses. We further create 
distressed conditions within our own companies by trying to sell off older goods 
at prices less than what we should realize for younger goods. 

It is the smaller distillers who are forced to make sales, because if they didn’t, 
their inventory cost would climb and the withheld inventories would get older 
and the problems would get worse later. 

Due to the anticipated force-outs of whisky retailers, knowing that the dis- 
tillers have these problems, and knowing that they too may be subject to severe 
competition on the 8-vear-old whisky, also have been reluctant to handle older 
whisky for fear of cut-price competition which would eliminate aljl or part of their 
profit. In addition, if the retailers feature 8-year-old goods at cut prices, it 
affects their regular business to the extent that all they would be selling would 
be the cut-priced 8-year-old goods, 

Therefore, when these 8-year-old goods are sold at sacrifice prices it demoralizes 
the entire price structure. Whereas, if these whiskies are permitted to remain in 
bond, and are withdrawn in an orderly manner, this distressed condition will 
not exist. 

Since the whiskies which would be permitted to remain in bond over the 8-year 
period would be restricted to the use of the 8-year age statement, and not claim 
any additional age, the distillers and bottlers would not have any benefits to derive 
from this additional storage period. The holders of these 8-year-old whiskies 
would be subject to increased costs due to an average 6 percent loss of whisky 
each year as well as additional carrying costs amounting to approximately 10 
percent of the cost of the whisky each year. 

Therefore, since the extension of time is being requested, in spite of the addi- 
tional costs that will be incurred and regardless cf the fact that no additional age 
statement will be granted, it is very evident that the request is being made due 
to the hardships that exists and accordingly this relief in the form of an extension 
of the bonding period should surely be granted. 

Thank you for your kind consideration. 





/ 


STATEMENT OF WILLIAM H. KINNAIRD, LOUISVILLE PuRLIC WAREHOUSE Co. 


Louisville Public Warehouse in reality is not in the whisky business. Our 
chief source of revenue is derived from the storage and distribution of merchandise. 
We operate 24 warehouses with approximately 1 million feet of space. In 
addition to our other operations we have, since 1884, held various licenses and 
permits to store and bottle whisky. In facet, during prohibition, Louisville 
Public Warehouse Co. was designated as a concentration warehouse to store 
and bottle whisky for medicinal purposes. This company stores whisky in bond, 
taxpaid whisky, and bottles for customers. We do not own any whisky nor do 
we buy or sell whisky, but simply render a service to the whisky industry. 

In storing whisky in bond for our customers, the Government will look to us 
for the payment of any taxes accruing as a result of this storage. This is some- 
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what different from any commodity that we warehouse and store. Ordinarily 
whisky that we store is owned by well-financed customers but somewhere along 
the line these customers may be in financial stress at the time the whisky is 
forced out of bond and then the Government would look to us for tax payment, 
levy upon our bond which guarantees that the tax will be paid at the time of 
force-out or levy against our property to insure that the taxes are paid. This 
company could doubtless raise the money to pay the taxes on such whiskies 
but it would be at a great inconvenience, and it would take time, money, and 
litigation for us to realize the tax payment and our storage charges. 

In this connection we may not know the true owner of the whisky in storage, 
as the warehouse receipts may have passed to one or more persons after storage, 
and we might have difficulty in tracing the ownership of the whisky (charges 
covering storage, warehousing, ete., are paid at the time of withdrawal). Cur- 
rently our whisky in bond is only about 3,158 barrels and approximately 7,000 
cases, Tax payment of this small amount of whisky would amount to over $2 
million which we would have difficulty in raising as stated above. It is for these 
reasons I urge this committee to favorably report H. R. 5407. 


STATEMENT OF Arvin A, Gou.p, Presmpent, ANDERSON County DISTILLING 
Co. Inc., Tyronn, ANDERSON County, Ky. 


Our distilling capacity is 60 barrels per day 
Our bottling capacity is 1,000 cases per day 
Our storage capacity is 70,292 barrels 

We employ 69 employees 

1. In our industry we must plan years ahead of the time when our product is 
to be sold. If we are to stay in business we must make whisky today to meet 
consumer demands 4 to 8 years from now. Each year it has been our practice to 
produce whisky on the expectation that our business will sueceed and maintain a 
consistent growth as a result of our efforts. 

2. In 1944, the Federal excise tax was increased from $6 to $9 a gallon with the 
provision that it would be reduced automatically to $6 6 months after termina- 
tion of hostilities. The industry looked forward to a jump in sales when the tax 
reverted to $6 and produced in quantities sufficient to meet such anticipated sales. 
Instead, before a declaration terminating hostilities was made, the tax was in- 
creased to $10.50, and the expected jump in sales did not materialize, leaving an 
oversupply of whisky in the warehouses. This made it necessary co stretch out 
this overproduction over a longer period of time than was permitted by the 
8-year tax law. 

3. The existing law requiring tax payment of whisky when it becomes 8 yeers 
of age has had a disastrous effect oa the independent distillers. It has caused 
whisky made ia 1945 and 1946 to become distress merchandise and has had the 
result of destroying the bulk market for whisky. 

1. As tne end of the 8-year :eriod approached, lending agencies put pressure 
on borrowers; the borrowers had to find purchasers in a hurry; purchasers were 
scarce and sometimes nonexistent. The effect on the market under these cir- 
cumstances is obvious. 

5. As each month passes another 8-year period closes and another lot of whisky 
becomes liable for the tax. With taxes running as much as $350 to $375 on a 
barrel of 8-year-old whisky it has on occasion been impossible even to give this 
whisky away because there was no one who wanted to incur the tax liability 
that would accrue. 

6. The taxes cannot be avoided by destroying the whisky, since the law does not 
permit destruction for that purpose. 

7. The independent has no access to foreign markets; it has not been in a posi- 
tion to develop foreign markets to which it ean send its whisky and so it cannot 
relieve itself of the liability by exporting its whisky. 

8. The independent cannot afford to pay the tax and hold the whisky; banks 
will not lend the amount of the tax. But even if the taxes could be paid there 
would be no plate for an independent to store the whisky since upon tax payment 
it must be removed from the internal revenue bonded warehouse, and there is 
generally no adequate space available at the average small distillery to store tax- 
paid whisky. 

9. After the taxes are paid the whisky cannot be bottled in bond, and, therefore, 
a great deal of its acceptability as aged whisky is lost and its market value is 
much reduced. 
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10. It cannot be bottled in bond and then held beyond the 8-year period because 
in addition to the taxes the bottling costs would have to be tacked on and if the 
banks won’t lend the taxes, they won’t lend bottling costs either; and you still have 
the problem of storing the bottled whisky. 

11. Since repeal it has been a practice of the independent distilleries to make 
contracts with wholesalers for part of their output. Wholesalers purchased bulk 
whisky in this manner to assure them a uniform continuity of whisky for their 
private brands. These wholesalers came face to face with many of the problems 
discussed above and now find themselves in the same distress as the independent 
distillers. 

12. Under the law the distiller is liable (a) for the taxes on all whisky produced 
by him regardless of who owns it when the tax falls due, if not then paid and 
(6) for the taxes on all the whisky stored in his warehouse regardless of ownership. 
Failure on the part of the owner of a substantial lot of whisky in the warehouse 
of an independent distillery to pay the tax at the end of 8 years could mean disaster 
for the distiller. At the rate of $350 per barrel, if the owner of 1 lot of 3,000 barrels 
failed to pay the tax the distiller could be put out of business very quickly if he 
did not have the million or more dollars required to pay the tax. Unless the 
Saylor bill is passed this could well happen to more than one of the independents. 

13. Passage of the Saylor bill will give the independent distillers an opportunity 
to work out of this oversupply by liquidating it in an orderly way; it will give 
them time to market their whisky and at leasi recover the Federal tax and possibly 
a small part of their investment. 

14. Passage of the Saylor bill will result in the Government’s collecting more 
taxes than if the bill is not passed. It is readily conceivable that in some in- 
stances the owners of distilleries will not be able to raise the funds to pay the taxes 
if they must be paid at the end of 8 years and the Government will wind up with 
barrels of whisky instead of tax revenue. Furthermore, the existing law is 
forcing the exportation of large quantities of whisky that would otherwise be 
retained and disposed of in this country; this means a loss of revenue. 

The result of all this has been that the investment of the independent distillers 
in whisky inventories has become a total loss as the whisky approaches the 8-year 
mark. Ifthe trend continues and if the 8-year tax payment period is not extended, 
disaster will most certainly befall the entire independent distillery industry. 





Rorert Goutp Co., 
Cincinnati, Ohio, July 23, 1958. 
Hon. EvGene D. MILLIKIN, 
Senate Office Building, Washington, D. C. 


Dear Senator MILurKin: Please read the attached editorial from this mor- 
ning’s edition of the Cincinnati Enquirer. 

One important fact not brought out is that the Saylor bill is in no sense a 
tax-exemption measure. Taxes on the whiskies in storage will be paid, and the 
Government will not be out one penny in revenue. 

On the other hand, if the bonded period is not extended and this whisky is 
forced out of bond, a tremendous portion of it will be redistilled for alcohol, 
exported, or destroyed—with resultant loss of millions of dollars of tax revenue 
to the Government. 

We are small-business men in this industry. In earnestly requesting recon- 
sideration of the Saylor bill we are echoing the plea of many thousands of other 
small business men. Many of them face ruin if the time-extension provided in 
the Saylor bill is not granted. 

Passage of this bill will help both us and the Government—defeat will benefit 
only the big interests who are in a posicion to fatten on the misfortunes of the 
little fellow. 

Your immediate favorable reconsideration of the Saylor bill is earnestly 
requested and profoundly appreciated. Will you help us? 

Very truly yours, 
Rosert GouLp. 


$$ 
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Tus Wrare Heapine Co., 
Paragould, Ark., July 18, 1953. 
Re H. R. 1215, the Saylor bill 
Hon. JoHun L. McCie.uan, 
United States Senate, Washington, D. C. 

Dear Senator McCLe.tuan: We have been advised that the Senate Finance 
Committee on July 15 postponed indefinitely action on the above bill which so 
vitally affects our industry. 

This bill had received favorable action in the House and it was the industries’ 
hope and expectation that it would receive similar favorable action in the Senate. 

We would like to petition you as our Senator to contact this Finance Committee 
toward the end of their giving this bill a reconsideration so that it might come 
from this committee to the floor of the Senate for a vote. 

The cooperage industry as a whole is in desperate shape as far as business is 
concerned and the bourbon part of the cooperage business is now the most vital 
part of our business and the effect of this delay in reporting out the Saylor bill 
will be adverse to us. 

We hope that you will act on our petition and that your action, in concert with 
others, will bring this bill to the floor of the Senate in the near future. 

Yours very truly, 
THe Wrape Heapine Co. 
By Rorgrt L. Wrap 


Barpstown, Ky., July 20, 1953. 
Senator Eugene D. MILLIKIN, 
Senate Office Building: 
We are very small distillery in Kentucky and without the relief of the Saylor 
bill will suffer great and irreparable loss. Urge your committee’s reconsideration. 
T. W. SAMUELS DIsTILLERY, 
A. V. Hipss. 


Barpstown, Ky., July 20, 1953. 
Senator Evacene D. MILLIKEN, 
Senate Office Building, Washington, D. C.: 
For the sake of the workers in Ne distilling industry urgently request your 
committee’s reconsideration of H. R. 5407. 
WILLIAM CREPPs, 
Chairman Distillers Workers Union Local No. 23, affiliated with Distillery 
Rectifying and Wine Workers International Union (affiliated A. F. of L.). 


Barpstown, Ky., July 20, 1953. 
Hon. Eveene D. MILLIKIN, 
Chairman, Senate Finance Committee, 
Washington, D. C: 
We earnestly urge that your committee reconsider and recommend passage of 
the legislation extending the bonded period on distilled spirits. 
Witutett Distittery Co., 
TuHompson WILLeT1, President. 


WasuHinaton, D. C., July 23, 1953, 
Hon. Eveene D. MILuiKIn, 
Chairman, Senate Finance Committee, 
United States Capitol: 

We favor the passage of the Saylor bill, H. R. 5407. We deplore the apparent 
misinterpretation of the purpose of this legislation. It is not a tax relief measure: 
its purpose is to attain stabilization of conditions in the liquor industry which 
conditions, if not corrected, will result in disaster to thousands of small businesses. 


Tue Giope Distrisputine Co., 
EK. D. Lavitrcn, President. 
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GrosscurtH DistTILLers, INc., 
Anchorage, Ky., July 16, 1953. 
Hon. EUGENE MILLIKIN 
Chairman, Senate Finance Committee, 
Senate Office Building, Washington, D. C. 

HONORABLE Srr: As a small Kentucky distiller, we are at a disadvantage and 
a hardship in attempting the orderly marketing of our merchandise. The bill 
recently passed by the House of Representatives, which would extend the bonded 
period of whisky to 12 years, would have granted some small relief to us as well 
as to all other small distillers. It is our understanding that your committee, 
yesterday, tabled and apparently intends to take no further action on this bill 
at this session. Such action comes as a shock and surprise to the entire industry, 
who are united in their support of the measure. The action of your committee 
is even more of a disastrous blow to the smaller, less-well-financed units than to 
those whose companies sell the greater portion of distilled spirits. 

If the bill is not passed in the present session of the Congress there will be 
many small companies forced into bankruptcy because of inability to pay taxes 
on whisky for which there is no sale. 

Regardless of what opinion may have been advanced concerning the benefits 
granted to the distilling industry, we should like to advise you that the industry 
will obtain no windfall of profits from the United States Treasury nor will the 
Government lose one penny of revenue through passage of this measure. In 
view of this it is difficult to understand how your committee has taken the action 
which it has. 

We strongly urge that your committee reconsider the bill immediately so that 
it may have an opportunity to be voted upon by the entire Senate in this session. 

Respectfully yours, 
C. A. Grosscurtnu, President. 


CIncINNATI, Onto, July 8, 1958. 
Hon. Evucene D. MILuiKin, 
Chairman, Senate Finance Committee, 
Senate Office Building, Washington, D. C.: 
On behalf of the many thousands of distillery workers, members of our union, 
I urge you and the members of your committee to favorably report H. R. 5407 
(Saylor bill), now before the Senate Finance Committee. This legislation will 
help regulate production and stabilize employment in the distillery industry. 
Karu F. FELLER, 
General President, International Union of the United Brewery, Flour, Cereal, 
Soft Drink, and Distillery Workers of America. 


Boston, Mass., July 17, 1953. 

Senator Evcenr D. MILLIKIN, 
Senate Office Building, Washington, D. C.: 
Mr. President, let’s not have another Boston Tea Party. House bill H. R. 5407 
is in no way a tax relief measure. The whisky industry is a legalized business 
which contributes tremendously to the Treasury of the United States. Why 
should this industry be penalized to the extent of having to pay the Federal excise 
tax of $10.50 per gallon on whisky which is lying dormant in warehouses all over 
the country. No other industry is foreed to pay excise taxes under these condi- 
tions. In the liquor industry whisky cannot be considered a finished product 
ready for sale to the public until it is put up into glass case goods. If this bill is 
not passed, there will be no increase in the amount of Federal excise taxes col- 
lected. The whisky which is forced out of bond now will only take the place of 
other whiskies which would have been bottled in its place. Much ot the whisky 
ready to be forced out of bond will be either redistilled for industrial alcohol, 
exported or put on the market at distressed prices. All of which will result in less 
income tax revenue for the United States Government. A majority of the holders 
of whisky which will be forced out of bond at this time are looking to vou to save 
them trom financial disaster and loss of their business by your support of House 
bill H. R. 5407 immediately. As a legalized industry in this country the liquor 
industry is entitled to the lifting of this enforced tax oppression immediately. 
In all fairness to this industry and without granting any privileges to this industry 
not already enjoyed by any other industry you must investigate and come to the 
aid of their cause. Thorough understanding of the circumstances will prove 
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conclusively that this is not a tax relief measure and if the bill is not passed, the 
United States Government will be responsible for the losses in income that will 
follow as a result thereof. This bill does not favor or give any extra benefit to 
any member of the industry. Bound by the regulations of the Internal Revenue 
Code, this industry is without means of overcoming their own problems as other 
industries are unless this bill is passed. In the name of nonpartisanship and fair 
play to all to which the Republican administration has pledged itself, your sup- 
port is needed at once. 

DovsLE Sprincs DistiLuErs, Inc. 

Sipney B. FLasumMan, President. 





DistrLLERY WORKERS, 
Loca Unton No. 266, 
Leechburg, Pa., July 22, 1953. 
Hon. EvGene D. MILLIKIN, 
Senate Office Building, Washington, D. C. 

Dear Senator MIuuikin: In behalf of the members of the Distillery Workers, 
Local Union No. 266, Leechburg, Pa., I want to express to you my disappointment 
and regrets for not giving proper consideration to the Saylor bill at this time. 

At the present time only a small number of our members are working steady 
and the failure to give due consideration of the bill will certainly not improve 
the situation. Furthermore, holding up the Saylor bill will work undue hardship 
on our company and other distilleries that have a large stock of 8-year old whisky 

Already, because of the discriminatory tax load on liquor, we have and are 
suffering considerably and surely we should be entitled to a little consideration 
from your committee in order that we can support our families in a decent way 

In behalf of the members of my local union, I sincerely urge the members of 
the Senate Finance Committee to reconsider the Saylor bill. You certainly will 
help a lot by doing so, 

Respectfully yours, 
Dominic Ravortt, 
Secretary-Treasurer. 


LovisvILLE 2, Ky., March 4, 1954. 
Senator Evucene D. MILuixin, 
Senate Office Building, 
Washington, D. C. 

Dear Str: This will confirm my telegram of March 3, advising you as follows: 

“Now advised Schenley distillers urging passage of unlimited bonded period for 
distilled spirits as against their previous support of H. R. 5407. Unable to 
understand Schenley change unless self-serving. All others of industry continue 
belief that H. R. 5407 is seriously needed legislation.”’ 

The independently owned Kentucky Distillers have in their bonded ware- 
houses 12,652 barrels of whisky that will be forced out of bond during the year of 
1954. This will represent nearly $4,500,000 in taxpayments. 

For 1955 maturity these independents have in their warehouses 35,235 barrels 
of whisky which represents nearly $11 million in taxpayments. 

If half of this whisky is forced out there will be a large number of casualties. 
Several own over 2,000 barrels that will mature this year. 

Your earnest consideration of the small company position is urged. 

Very truly yours, 
Sam Manty III. 





(Telegram ] 


New York, N. Y., March 2, 1954. 
SENATE FINANCE COMMITTEE, 
United States Senate Office Building, 
Washington, D. C. 


H. R. 5407 pending before the Senate Finance Committee contains compromise 
provisions worked out in May 1953 in an effort to obtain an immediate relaxation 
of the bonded period limitation for the benefit of those who needed relief at 
once. 

While many in the industry were not in accord with the provisions of the bill 
they withheld opposition so as not to delay action. 
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The bill passed the House on July 7, 1953, but instead of winning early Senate 
approval as had been hoped has remained before the Senate Finance Committee. 

At the hearings held by the committee on February 24 it became evident that 
some members of the committee were prepared to urge certain additional limiting 
provisions and amendments. It also became evident that other members of the 
committee held views pointing to the possibility that the compromise provisions 
reluctantly agreed to in the first place by some members of the industry are 
questioned in policy and validity and may be amended. 

In view of these developments Schenley Industries, Inc., wishes to state its 
own position on the questions raised at the hearing. 

1. In answer to the question ‘‘Who will benefit?” may we say that this company 
does not have any immediate problem. 

2. There is no reason for any limitation on the time in which spirits may remain 
in bond. Canadian and other foreign firms which compete with us in our market 
are not so restricted either by their own governments (which have had many more 
years of continuous experience with the problem) or by our Government. We 
feel that is is in the interest of our Government and the people to have no limita- 
tion on the bonding period. We are convinced that the Treasury before long will 
realize this and will find that to protect the revenue, it will have to advocate an 
unlimited bonding period. 

3. Any provision requiring withholding of the truth from the labeling of a 
distilled spirits package represents a departure from the system of informative 
labeling which has been developed in the public interest over the years. 

4. We feel therefore that the only proper and sound method to handle this 
problem which will grow in magnitude within the next few years would be to 
enact a law providing that all spirits in bulk containers may be kept in Govern- 
ment bonded warehouses as unfinished merchandise since under the law they may 
not be sold to the American consumer in bulk but may only be sold in bottles 
We call your attention to the fact observed by the Ways and Mesns Committee 
in its report on a predecessor bill. That ‘‘the tax on distilled spirits is unique 
among excise taxes in that producers are required to pay the tax at the end of a 
fixed period of time 8 years.’’ Distilled spirits also are the only products on 
which the Government levies a tax before the product is completely manufactured 
since spirits are not ready for the consumer by law until they are bottled. 

5. Legislation in this matter has been likened before your committee and on 
the Senate floor to a request for support prices for whisky at a time when the 
administration is endeavoring to reduce such support for agricultural products. 
We submit that a fair openminded examination of this situetion can result only 
in the conclusion thet we have not asked for this at all. We are asking simply 
that we be permitted to pay an excise tax on a finished product exactly as all 
other industries do. Otherwise the tax becomes a property tax rather than an 
excise. We never have asked and are not now asking Government to pay us 
anything or to take any surpluses off our hands. We are asking simply for 
legislation which will make it possible for us to pay the very sizable tax which 
Congress feels is required. 

6. Legislation should be enacted to correct a basic inequity not to extend relief; 
such legislation is required to assure collection of the tax when it becomes due. 
Without proper legislation increasingly serious problems will be faced by the 
Treasury. 

Respectfully yours, 
ScHENLEY INpDUsTRIES, INC. 


West Paum Bracnu, Fua., March 8, 1954. 
Hon. C. E. MrItuixin, 
Senate Finance Committee, 
Senate Office Building, Washington, D. C.: 


Review and analysis of the record of the hearings held by your committee on 
H. R. 5407 prompts me to amend in some respect my position. When I appeared 
before your Committee. It is possible that an unlimited bonded period on whisky 
in bond and to be made would protect the Government, this industry, and the 
public interest, and thst a bill embodying this principle will bring equitable relief 
to the smell distiller. Accordingly I respectfully request thet considerations by 
your committee of the bill be deferred in order to give the small distiller and the 
other members of the distilled spirits industry an opportunity to work with you 
to attain equity for all. 

Respectfully, 


W. A. Toomson, Jr., 
Kent ucky River Distillery. 
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LAWRENcEBURG, Ky., March 5, 1954 


ao Alte 


SENATE FINANCE COMMITTEE, 
Senate Office Building, Washington, D. C.: ; 
Passage of the H. R. 5407 Saylor bill is seriously needed by the distilling : 
industry. Our distillery is a small one and we are asking for your help. ; 
HorrMAN DISsTILLING Co., 
By Ezra F. Ripy, President. 


LoutsviuLe, Ky., March 4, 1954. 
Senator MuIL.ikIn, 
Chairman, Senate Finance Committee, 
Senate Office Building, Washington, D. C.: 

The Whisky Brokers of America. Inc., an organization of brokers and small 
independent distillers, most urgently favor passage of the Saylor bill, H. R. 5704, 
in its present form, without amendments, as the only solution to the existing 
conditions. The association is definitely opposed to an unlimited bonded period 
as it is against the interests of the small distillers who are unable to finance an 
unlimited bonded period. 

The Whisky Brokers of America, Inc., urge the passage of the Saylor bill, 
H. R. 5704, in its present form. 

Toe Wuisky BROKERS OF AMERICA, INC., 
A. W. Wiuusams, Secretary. 


LouisviL_r, Ky., March 5, 1954. 
Senator EvGene D. MILLIKIN, 
Chairman, Senate Finance Committee, 
Senate Office Building, Washington, D. C.: 

Have been advised by Schenley that at a meeting of their board a decision was 
reached to oppose the Saylor bill. This move came after the hearing before your 
committee in which I spoke in their behalf at their request. I am at a loss to 
understand this reversal in their position for they have given me no reason for 
same. I want you to know that our position and the position of the balance of 
those I represented in your hearing remains the same. From the inquiries made 
by certain members of your committee f sensed that some members felt all along 
that this legislation was entirely for the benefit of one or two large companies 
Certainly the Schenley change should remove such opinions as these smaller 
companies are still urgently advocating that the Saylor bill be reported out 
favorably by your committee. Regards. 

C. K. McCuurg, 
Secretary-Treasurer, Stitzel Weller Distillery. 


(Whereupon, at 1:05 p. m., the committee adjourned, to reconvene 
at the call of the chairman.) 


x 














NOMINATION OF JOSEPH E. TALBOT, MEMBER OF THE 
UNITED STATES TARIFF COMMISSION 


THURSDAY APRIL 9, 1953 


Unirep Stares SENATE, 
COMMITTEE ON FINANCE, 
Wash ington, BG. 

The committee met pursuant to call in room 312, Senate Office 
Building, at 10:10 a. m., Senator Eugene D. Millikin, chairman, 
presiding. 

Present: Senators Millikin (chairman), Butler, Martin, Malone, 
Carlson, Bennett, George, Kerr, Frear, and Long. 

The CHarrMaAn. The meeting will come to order. 

We have for confirmation a gentleman from Connecticut for member 
of the United States Tariff Commission. 

Will you take the chair and identify yourself please. 


STATEMENT OF JOSEPH E. TALBOT, MEMBER OF THE UNITED 
STATES TARIFF COMMISSION-—-DESIGNATE 


Mr. Tatsor. My name is Joseph E. Talbot. 

Mr. Chairman, do you want a history of my life? 

The Cuarrman. I think you ought to tell us something about 
yourself. Do you have a written statement? 

Mr. Tausor. No, I will just give it orally. 

I was born in Connecticut in 1901. Iam 52 years of age, educated 
in the public schools of my home town of Naugatuck, graduated from 
Dartmouth College in 1922 and law school at Yale University in 1925. 

Senator Martin. Excuse me, what is the college? 

Mr. Tatror. Dartmouth. 

Since 1925 I have been a practicing attorney for 28 years now. I 
am practicing in all courts in the State of Connecticut, in the 
United States district court and in the Supreme Court of the United 
States. I have been actively practicing and was in court up until 
Tuesday of this week. 

The CuarrmMan. Do you specialize in any particular kind of law? 

Mr. Taxsor. No, Mr. Chairman, it is general law practice. 

The CHarrMan. Where is your law office? 

Mr. TausBor. My law office is in Naugatuck at the present time. 
It was in Naugatuck and Waterbury previously. 

In addition to that, I have been engaged very actively—— 

The CuarrMan. May I ask you, do you practice by yourself or do 
you have associates? 

Mr. Tausor. I have four associates. 

The CuarrMAN. Thank you. 

Do you want to put their names in the record? 
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Mr. Tatpor. Yes. 

The CuHarrmMan. Proceed. 

Mr. Tatsor. Mr. Claremount Tolles, his son, Mr. Freemont 
Tolles, Miss Helen McDonough, and Mr. Thomas Neary. 

I have also been very active in politics and have been a Republican 
all my life. 

Senator Kerr. I say, are you still a Republican? 

Mr. Tavsor. Still. 

I say that because many of my friends during the years I was here 
in Washington, many of them were very vood Democrats. One of 
my closest friends was Senator Francis Maloney, the late Senator 
Maloney, and another of my close friends, even though I ran against 
him for the Senate, was Senator Brien McMahon and I have a ve ry 
lovely letter in the file here from him just prior to his death. 

I first ran in Republican politics and served as State treasurer of 
Connecticut, under Governor Baldwin, from 1939 to 1941. There- 
after I served as Workmen’s Compensation Commissioner in the Fifth 
Congressional District of Connecticut. I served there only for a 
little over a year because right after Pearl Harbor I ran for Congress 
in a special election and was elected in January of 1942 and came to 
Washington. I then served in the 77th, 78th and 79th Congresses. 
I was renominated again for the 80th Congress but I did not accept 
the nomination and went back into law practice. 

During my years here in Washington, I served on the Committee 
on Insular Affairs, the Committee on Education, and for 5 years on 
the Judiciary Committee. Then I left Washington in January of 
1947. 

Now, as to my work on tariff matters: It is pretty hard to say just 
how to qualify myself for it, except this: I studied, of course, tariff 
matters and foreign trade and foreign exchange, which is so tied up 
with tariff, in college. I majored in it and had a smattering of it in 
law school, as we all did. Here in Washington I introduc ed a bill in 
the 78th Congress to suspend the tariff on coconut, which was a fore- 
runner of the bill that you gentlemen have had in the last 2 or 3 Con- 
gresses, suspending the tariff on copper. 

In 1942, of course when the Philippines fell, our world supply of 
coconut went with it and one of the largest candy industries in the 
country, the Peter Paul Candy Co., was located in my town. I had 
some difficulty in getting the measure passed and I think perhaps 
Senator George will recall it, finally Mr. Peterson, who was then the 
Democratic Congressman from Florida joined with me on the bill 
and he saw that it went through very well. It was very necessary 
as a war effort because all agencies of the Government, the Navy 
Department, the War Department, the Tariff Commission, and several 
others of our defense agencies felt that since about 80 to 90 percent 
of the product was being used by Army and Navy, and was also being 
used generally, I found out later, in the North African campaign, as 
the pay for the natives who were helping our country and our allies in 
carrying on the war in North Africa. 

In fact, candy bars were the medium of exchange for a long period 
of time. 

Now, of course in the last month or so, I have interested myself in 
the study of tariff matters and I cannot say that I am more qualified 
than what I have already related to you gentlemen here. 
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The Chairman. Are you familiar with the Reciprocal Trade Act? 

Mr. Tatsor. Was I employed with it? 

The CHarrMan. No; are you familiar with it, sir. 

Mr. TatBor. Oh, yes, the Reciprocal Trade Act of 1934 and its 
renewals and extensions? 

The CHarrMan. Yes. 

Mr. Taupor. Yes. 

The CuarrMan. Are you familiar with the peril-point and escape- 
laws procedure? 

Mr. Tatzor. Well the peril point, as I understand it, has not been 
used very much in either bilateral or multilateral treaties in their 
formulation. After the committee recommended its various pro- 
posals—those which are embraced within the proposed treaty—the 
Tariff Commission had a period of time—60 days—in which to 
investigate to determine whether any of the particular subjects 
embraced in that treaty were liable to endanger one of our going 
industries, or going trades. 

If so, the peril point will be reached in that particular commodity. 
‘That may then be stricken from the treaty. 

The CHarrMan. The basic theory of both the peril point and the 
escape clause is that we must not have imports in this country which 
seriously injure or threaten serious injury to any of our domestic 
production. 

Do you agree with that? 

Mr. Tatror. Well, I certainly do. The escape clause, of course, 
is used as I understand it, Mr. Chairman, after the treaty is in 
operation. 

The CHAIRMAN. One is intended to protect against that before the 
deal becomes final. 

Mr. Tatzsor. That is right. 

The CHarrMan. And the other is to provide an escape if injury or 
threats of injury develop afterward. 

Mr. Tausor. That is right. 

The Cuarrman. All I am asking is do you agree with the theory 
of that? 

Mr. Taxsor. I certainly do. 

The CHarrMan. Any questions? 

Senator Martin—— 

Senator Martin. I have no questions. 

The CHarrMan. Senator George- 

Senator Grorce. I would like to ask Mr. Talbot a few questions. 

Would you tell the committee whether or not you are in complete 
accord with the administration on the extension of the Reciprocal 
Trade Agreements Act? 

Mr. Tatpzor. I voted for it I think twice or three times, Senator 
George. 

Senator Grorcer. I believe the President stated he favored the 
extension for 1 year substantially in its present form, Is that your 
present position? 

Mr. Tatror. Yes; that is correct, sir. I believe that. 

Senator Grorce. And did you at any time vote against the exten- 
sion of the Reciprocal Trade Agreement Act? 

Mr. Tarot. Not to my knowledge. I think I voted for it three 
times and never against it. 
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Senator GzorGe. When you were in the House? 

Mr. Tausor. That is right, now I hope I am not mistaken on that, 
but that is my best belief at this time. 

Senator Grorae. Well, anyway, the President is aware of your 
position on tariffs. 

Mr. Taxsor. I think so. 

Senator Grorce. Did you talk with him personally? 

Mr. Taxsor. No; I have not talked with the President personally 
on it. Ihave talked personally with Senator Bush and Senator Pur- 
tell, my two Senators from Connecticut, and they have talked with 
the White House, but I do not know the nature of the conversation. 

Senator Grorce. You have had no knowledge of the nature of the 
conferences? 

Mr. Tausor. No. 

Senator Kerr. Have you had any conferences with any representa- 
tive of the President in the White House? 

Mr. Tausor. No; I have not. 

Senator Kerr. Do you know with whom your Senators have dis- 
cussed your appointment? 

Mr. Tausor. I am not certain, except from what they have told me. 

I think Senator Purtell told me he had talked with Mr. Adams, 
Sherman Adams, on several occasions. Mr. Adams served with me, 
of course, in the House before he was Governor of New Hampshire. 

Now I do not know, Senator Kerr, whom Senator Purtell or Senator 
Bush ever conversed with. 

The CuarrMan. They are both here, Senator, and we can ask them. 

Senator Kerr. You referred to the bills which you introduced in 
the Seventy-seventh and, I believe, the Seventy-eighth Congresses 

Mr. Tatpor. I think so. 

Senator Kerr. To suspend the duties on coconuts? 

Mr. Tausor. Yes. 

Senator Kerr. Do you believe that there should be any limited 
product legislation of this kind? 

Mr. Tausor. Any limit? 

Senator Kerr. Yes. 

Mr. Tatsor. You mean limit to suspend. 

Senator Kerr. I mean do you think that legislation of that char- 
acter to suspend the duties on other products would be in order? 

Mr. Tatsor. There are circumstances. I am glad you asked me 
that because I think it will probably give you gentlemen my theory 
on what I believe—the basic reason for suspending the tariff on 
coconut, of course, was that the world’s supply of coconut had fallen 
so far, as we in the United States knew, when the Philippines fell. 
I went to the Embassy, the British Embassy, in the hopes that we 
could get into the island of Jamaica where the next largest supply of 
coconut in the world is, or was at that time, in 1942. 

The English Government would not allow us to go in there. Coco- 
nut was the bread or staff of life on the island of Jamaica. 

Then I saw Mr. Ickes, who was the Secretary of the Interior and 
who had charge of Puerto Rico, and his assistant, I believe it was 
Mr. Abe Fortes at the time. He agreed that we could go in there for 
coconut. 


Senator Kerr. What do you mean ‘“‘we’’? 
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Mr. Tausor. I mean the Peter Paul Candy Co. who had asked me 
to introduce this legislation, and therefore I became part of the 
picture only as any legislator would. 

I think the company then purchased from the Secretary of the 
Interior, a desiccating plant in Arecibo, and from that point they sent 
out small boats to all the islands there to bring coconut in. 

That was shipped from there, from the desiccating plants in Arecibo, 
to Tampa—l believe to Tampa. 

Now, the reason I believed then that suspension should be on was 
this: There was no other source of coconut. If the boys in the Army 
and Navy were to receive these candy bars, the only source of coconut 
was in the islands of the West Indies. 

Senator Kerr. Were the sale of the bars limited to the Army and 
Navy? 

TatBor. No; I think 80 to 90 percent of them were used by 
the Army and Nav: y. The other 10 percent were distributed very 
thinly. I think our cafeterias here in the building and the House 
Office Building occasionally had them; but they were hard to get. 

Now, going on from there to the suspension of copper. 

Senator Kerr. Let us stay with coconut a moment. 

The question I would like to ask you is: Did the suspension of the 
tariff on it increase the amount that you got—was it from Puerto Rico? 

Mr. Tatsor. What it did, as I understand it 

Senator Kerr. Did it increase the amount that you got? 

Mr. Tausor. No; it did not increase the amount. 

Senator Kerr. The act was then in effect really to relieve the tariff 
on the quantity that you did get? 

Mr. Tatsor. We would not have gotten it with the tariff. We 
would have had no coconut had not this company gone there to 
attempt to get coconut and bring it into the country. 

In other words, our source of coconut had been in the Philippines, 
and little if any coconut came from the islands of the West Indies 
up to that time. 

Senator Kerr. But the suspension of the duties was not the gadget 
that got the coconut. The thing that got the coconut was the 
Secretary of the Interior, I believe you said, making it possible for 
you to go to Puerto Rico to get it. 

Mr. Tausor. That is right. 

Senator Kerr. The suspension of the duties just reduced the cost 
of it? 

Mr. Tausor. That is right. It did this, Senator, as I recall it. It 
took off, I believe, 4 cents a pound. Now, it may have been 2 cents a 
pound. It gave the company an opportunity to go down there and 
invest money and to bring it in and somewhere come within the pro- 
duction that they had known prior to the beginning of the war. 

Senator Kure. It gave them an opportunity to get it at less cost 
without aid, but it did not increase the amount which they were able 
to get, is that it? 

Mr. Tausor. Exactly. 

Senator Kerr. Then, the question I asked you was: Do you believe 
that the pattern fixed in that regard should be a general pattern; that 
is, the pattern of suspension of duties on those products? 

Mr. Taxsor. I think it is a dangerous pattern. 
Senator Kerr. What is that? 
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Mr. Taxsor. I think it is rather a dangerous pattern. It should be 
used only in case of dire circumstances. 

Senator Kerr. Was the Peter Paul Co. in dire circumstances? 

Mr. Tatsor. No, no; not the Peter Paul Co. The Peter Paul Co. 
would have gone out of business as would every other coconut com- 
pany, because there was no source of coconut. 

Senator Kerr. Well, then, you mean they would have gone out of 
business if they could not have gotten coconut? 

Mr. Tatsor. That is right. 

Senator Kerr. But they would-not have gone out of business if 
they had not gotten suspension of the duties? 

Mr. Tausor. No; what that would have done—and I certainly am 
no expert on this, Senator—what that would have done, it would have 
increased the cost of production, and so forth. The price of the coco- 
nut bar had to go up to 11 or 12 cents instead of 10 cents, and it would 
have increased the cost to the Government for the purchase of this 
candy in enormous quantities by the Army and Navy. 

Senator Kerr. How much coconut is there in a candy bar? 

Mr. Taxzsor. I would say it is about 80 percent coconut and 20 
percent sugar and sirup. 

Senator Kerr. Is that 80 percent of a pound or of an ounce or 
gallon, or what? 

Mr. Tausor. Well, it is 80 percent of the weight of the bar, and I 
think a bar would weigh probably 3 ounces or something like that. 
Senator Kerr. How many of them would there be in a pound? 

Mr. Tatzor. I do not know. 

Senator Kerr. | am just trying to find out how you arrived at the 
cone lusion that the failure to get this suspension on the duties of either 
2 or 4 cents a pound would have increased the 3-ounce bar 1 or 2 cents 
a bar in cost to the Government? 

Mr. Tausor. Well, the cost of the coconut would have been, let us 
say, 4 cents a pound greater with the duties on it. 

Now, I was not interested in that at all. I had nothing to do with 
the manufacture of the bars. 

Senator Kerr. I am just trying to examine your arithmetic a little. 

Mr. Taxsor. I see. 

Well, perhaps—you mean in using the figures from 10 cents to 11 
cents? 

Senator Kerr. Using the figure 11 to 12 cents instead of 10 cents. 

Mr. Tausor. I was just using those figures as an example. 

Senator Kerr. You just kind of picked them out of the air? 

Mr. Tauzor, That is right. 

Senator Kerr. Now, then, I would like to ask you that question 
again. 

Do you think that that legislation should become a pattern or do you 
think it should be limited to the product of the coconut? 

Mr. Tarror. Well, certamly that type of legislation should be 
limited. I think we all agree on that. 

Now, I know at the present time it applies to copper and it was my 
successor in Congress that put that bill in—Representative Patterson. 

The District Representative, of course, has three of the largest 
brass industries in the world, which are all in Waterbury. I would 
say this: I think that there is an escape clause on that in that when- 
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ever the price of copper reaches 24 cents, I believe, the suspension 
automatically goes off. 

You gentlemen are much more familiar with that than I. 

The CuHarrman. Mr. Talbot, let me ask you a question. We 
do not raise coconut in this country. We do not raise coffee in this 
country. Wedo not produce much tin in this country. 

There are many things we do not produce, and in all instances 
of that kind the stuff comes in here free. That is a well-established 
policy in this country. So, all you have had about coconut is within 
the well-defined powers of Congress. 

Senator Kerr. Mr. Talbot, do you own any stock in these com- 
panies? 

Mr. Tauzor. No, sir. 

I do not own one share of stock in any company at this time. 

Senator Kerr. Do you believe that either the Republican or 
Democratic Party should have a majority representation on the 
Tariff Commission? 

I believe the present Commission has three members of each party, 
so as to make it entirely bipartisan. Do you approve of that or do you 
think one party should have the majority of the members? 

Mr. Taxsor. Senator Kerr, the question is very difficult to answer. 
I have read the last 12 or 14 decisions of the Tariff Commission on 
escape clause, and I hope I am absolutely wrong in this, but the 
decisions are divided. 

They are 3 to 2 or 4 to 2; whether they are political decisions or 
not, I do not know. I would never want to say such a thing. 

Senator Kerr. Would you even want to intimate it? 

Mr. Taxsor. Well, it is a difficult thing, Senator. 

Senator Kerr. The reason I ask you that is because I am afraid 
that unless you say that you do not, the record might intimate that 
you do. 

Mr. Taxsor. Well, I do not want to intimate any such thing, of 
course. I have them before me here. It seems to me that where 
you have a “3 to 3,” you are very apt to have a tie vote. 

Senator Kerr. How many tie decisions have you run into there? 

Mr. Taupor. Well, I did not count them. I said 12 or 14. 

Here is the way I feel about it. 

Senator Kerr. I say, how many tie decisions have you run into? 

Mr. Tausor. There were no ties, because they were missing | or 2 
members because of a resignation or death. There are several 3 to 2 
decisions here. 

Senator Kerr. But no tie decisions? 

Mr. Tausor. No ties. 

Senator Kerr. In other words, then, your fear that there might be 
a tie decision is based upon your thinking of the future and not 
upon any record you can refer to; is that it? 

Mr. Taxusor. That is right. 

Now, I want to have the committee understand my feeling on this. 
I think being a member of the Tariff Commission is, of course, a great 
honor, and yet | feel this way about it, that I would deal on a commis- 
sion just as | would deal as a member of this body. All of us have 
decisions to make but I think we decide for the good of the country, 
what is best for all the people all the time and not necessarily what is 
good for our own particular district, whether it be a Congressional 
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District or State, or anything else. And I feel that my judgment in 
coming to any conclusions as a member of the Tariff Commission, if 
I am successful in becoming a member, that my conclusions would 
be based on a Nationwide point of view rather than any narrow sec- 
tional point of view. 

Senator Kerr. Do you now feel that the coconut bill was a rather 
narrow sectional bill? 

Mr. Taxsor. I think so, yes. I think in one sense it was and in 
another sense it was for the good of the country and the good of our 
Army and our Navy. ‘There was not one single agency that objected 
to the bill, and Mr. Knudsen of Minnesota was then the minority 
leader on the Ways and Means Committee, and for several months 
Mr. Knudsen opposed it, but he finally came to me and he told me 
that he thought for the good of the country it ought to be passed. 

Senator Kerr. I was asking you do you approve the present mem- 
bership of 3 from each party, or do you favor fixing it so that there 
would be a majority of the members from 1 party? 

Mr. Tatsor. Well, that is a question of policy I think others than 
I should decide. It would be unfortunate, I think, otherwise. I 
would not want to see it otherwise. It would be unfortunate if we 
had decisions that were 3 to 3 decisions because of party politics; 
that would be unfortunate. 

Senator Kerr. You do not find where there have been any deci- 
sions; do you? 

Mr. Tausor. No, sir; I do not. 

Senator Kurr. So I am asking you just as a matter of your personal 
position in the matter, do you favor continuation of the 3 to 3 
membership? 

Mr. Tausor. I feel that way. 

Senator Kerr. You would favor it being continued as it is? 

Mr. Tausor. I do not believe that any man in this position would 
decide a question on purely politics; certainly I would not. 

Senator Kerr. Then you would favor keeping it as it is? 

Mr. Tausor. Yes, sir. 

Senator Kerr. I have one more question, Mr. Talbot. Suppose 
the question before you had to do with the welfare of the cotton pro- 
ducer or the wheat producer or tobacco producer, would you feel 
their welfare had a similar relationship to the national welfare as 
you felt at one time that the welfare of the Peter Paul Candy Co. 
had to the national welfare? 

Mr. Taxsor. I certainly would; I certainly would. 

Now, in the study of the preparation of these matters that come 
before the Tariff Commission, I could not help but run into the 
problem they have in the Rocky Mountain States in the district 
Senator Millikin represents. 

Senator Kerr. | can understand how you feel about the area 
that our distinguished chairman comes from. I have some concern 
about how you would feel about the agricultural area that I represent. 

The CHarrMan. Will you let me applaud him for solicitude for 
the West. 

Mr. Taxsor. I think where in the Rocky Mountain States where 
the pay for shearing a lamb is, I believe, 46 cents—— 

The CHatrMAN. They make better pay than on Wall Street. 
Senator Kerr. You mean they make more by shearing them? 
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Mr. Tausor. In the Argentine the lamb is sheared for approxi- 
mately 6 cents. There is not any question but that the difference in 
the wage scale is going to cause the South American wool to come in 
at a cheaper price than our domestic wool. 

Now, there are two things I ought to mention. 

First of all, we have been getting the business on foreign cur- 
rencies. 

Senator Kerr. How do you mean “We have been getting the 
business’’? 

Mr. Tausor. I mean the depreciation of foreign currencies. Of 
course, there is one way of upsetting the best laid plans of all of us, 
and that is it. 

The other thing is this: There is a very close connection between 
tariffs and our protection of the future. I mean our protection in 
the form of protection for peace and against war. We were very 
fortunate in this country that many of the industries in my section 
of the country were converted over within a period of 30 days from 
peacetime to war production. 

Now, I have read these decisions on watches and clocks here. 
Very frankly, I would have voted the other way. I think they should 
have had protection. The Waltham Clock Co., as you know, is out 
of business. It may be that some of these other companies are in 
jeopardy at the present time. They have been asking for help. How 
fortunate we were in this country that those very companies were 
converted from a peacetime industry into a wartime industry over 
night. Now, certainly that is worth a lot of money to the American 
Government and to you and me, all of us. 

Now, another thing I think is important in this connection is a 
statement which was recently made by Mr. Ford that we ought to 
have free trade. 

Senator Kerr. Say that again. 

Mr. Tatsor. That we should have free trade. 

Senator Kerr. Who said that? 

Mr. Tautsor. Henry Ford III; that we should do away with all 
tariffs and all barriers and everything else. Well, if we were to have 
peace forever, gentlemen, it might make some sense, but we have 
lived in a world that knows more war than peace. At least history 
would seem to record that, and we must at all times prepare for the 
worst, 

Now, to destroy our domestic business, whether it be the business 
of your country, the cotton and the wheat; or the industry of my coun- 
try; or the sheep of the Rocky Mountain States; the fruit on the west 
coast, if we are going to destroy that by a policy of free trade, then 
we are not doing the United States of America any favor. We are 
certainly injuring our own country. Now, that would be in the back 
of my head and that would be the basis and background of every 
decision I would make. 

The CuHarrman. Mr. Talbot, awhile ago in your colloquy with 
Senator Kerr, we were talking about what would be good for the 
country. May I suggest to you that the laws of Congress, right or 
wrong, determine what is good for the country. I asked you awhile 
ago whether you approved the peril point and the escape clause ideas, 
and you said you did. 

Mr. Tausor. Yes, sir. 
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The CuarrMman. I respectfully suggest that your guide should not 
be your own notion of what is good “for the welfare of the country. 
The Congress alone will decide that and you can stick to the law and 
the polic, y of the law and you will not be in trouble. 

Mr. Taxsor. I think that is excellent advice, sir. 

The CuarrMan. Senator Frear? 

Senator Frear. I just wondered, this may not be too pertinent to 
the matter here; however, you said, I believe, Mr. Chairman, that all 
products that we lack in this country come in free of customs or free 
of duty. Can I take from that or either from Mr. Talbot’s statement 
that all coconut produced in Puerto Rico is tariff free coming into 
the United States? 

The CHarrMan. I think, Senator Frear, that there should be 
little qualification on that. Where you have coconut oil competing 
with some other form of oil, that may cause some different treatment. 

Senator Frear. Is it not true that coconut produced in Puerto 
Rico is custom free in this country? 

The CaarrMan. That is correct. 

Mr. Benson, coconut oil comes in free; does it not? 

Mr. Benson. There is a tax on coconut. 

Senator Frear. The production of coconut in Puerto Rico is duty 
free into the United States. 

Senator Martin. The raw coconut is free. 

Senator Frear. That is right. And whether it is processed in 
Puerto Rico or the United States. 

Senator Martin. Mr. Chairman, is there any tariff on it from 
Puerto Rico? 

The CHarrMan. It is part of the United States and, therefore, I do 
not think there is. 

Senator Frear. I think that is true of all things, but we were just 
talking about coconut.’ I think that gets back to a very basic thing 
in the selection of a man that is going to be on this very important 
commission. 

And I might say at the outset I have a very high regard for the 
State of Connecticut. I do not know the Representatives, but I do 
know the two Senators that are now representing the State of Con- 
necticut. But the gentleman before us today introduced a bill to 
relieve tariff on coconut. And according to his statement, he did it 
for the best interests of the people of this country. The Army and 
the Navy, according to his statement, took 90 percent of the Peter 
Paul product, whic h is processing coconut bars. Was there, to your 
knowledge, Mr. Talbot, during the war and when the Army and Navy 
or the Armed Forces were taking 90 percent of the Peter Paul prod- 
uct, which was chiefly coconut, were they not also taking candy bars 
from other candy manufacturers in this country? 

Mr. Taxsor. I think so. 

Senator Frear. What percentage, then, did Peter Paul supply to 
our Armed Forces? 

Mr. Tatsor. That, I do not know, Senator. 

Senator Frear. Was it a major part or minor part, in your opinion? 

Mr. Taxsor. Senator, I had no particular interest in it. 

Senator Frear. But basically, an indistry in your home town, and 
a fine industry—in my opinion, I think Peter Paul is one of the out- 
standing industries in this country—but that was a district that 





NOMINATION OF JOSEPH E. TALBOT 11 


you represented, and because you represented them and you wanted 
to represent them well, you introduced a bill for a tariff concession 
for that company that fitted that company. Senator Kerr has followed 
along that line and later said, as an industry, would you favor that 
principle if the cotton industry or the tobacco industry or some 
other in this country needed tariff restrictions; would you follow the 
same line of thinking? 

Mr. Tausor. Absolutely. I would follow it any time it absolutely 
threatened to wipe out an industry or wipe out the production of 
anything that we needed in this country, and particularly in the 
middle of a great war. 

Senator Frear. And it would not have to come from Connecticut? 

Mr. Tatsor. No, sir. 

Senator Frear. Now, would that also pertain to the oil industry 
of this country? 

Mr. Taxsor. Absolutely. 

The CuarrmMan. Senator Long? 

Senator Lone. Nothing at this time. 

The CHarrmMan. Senator Kerr? 

Senator Kurr. I want to say I think Mr. Talbot is a distinguished 
citizen because, in response to my question, Mr. Chairman, | rather 
felt he devoted a little more time to reassuring the chairman on sheep 
than he did the Senator from Oklahoma on cotton and wheat. 

Senator Lone. Do you have any view, Mr. Talbot, om whether or 
not the peril point and recommendations of the Tariff Commission 
should be made mandatory? Do you think that should be made 
mandatory upon the President? 

Mr. Taxsor. I feel it should be. 

Senator Lona. Do you feel it should be mandatory? 

Mr. Taxsor. So far as I can find out, the peril point theory has not 
been used very much. In fact, I cannot find where it was used in the 
last 2 or 3 years at all. I may be wrong on that. Certainly it was 
not used last year on anything, because ‘with the exe eption of 1 or 2 
treaties, I guess we did not make any new treaties in the last 2 years. 

But my answer to your question is “‘ Yes; I feel it should be.” 

Senator Lone. We have had quite a few suggestions that in order 
for our allies to be able to maintain their economies, they are going 
to have to be able to trade with someone for the materials they need 
and the United States is their principal hope as a customer with 
whom they can trade. Do you have any idea as to how trade could 
be expanded with our allies and friendly countries? 

Mr. Tausor. Well, that is, of course, a question that is very, very 
difficult for me to answer. I think I get your point, Senator, that the 
only way we can trade with foreign countries is for them to ship goods 
into this country, and that gets you eventually down to the point of 
free trade. 

Senator Lone. I am not recommending free trade, but I am thinking 
in terms of such measures as we might be able to adopt to make it 
profitable for them to obtain some of the things they need ‘from us, 
They have to be able to trade something with us in order to do it. 

Mr. Tausor. That is right. 

The CuarrMAn. May I ask this question. 

If the Congress should change the policy of the present law, you 
would obey the law, would you not? 
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Mr. Taxsor. Absolutely. 

Senator Lona. I would be curious to know if the witness has any 
ideas on the subject. He would certainly be more of an expert on 
it than I would as a member of this committee. I was interested to 
know if he had any ideas as to how we might be able to expand our 
trade. 

Mr. Tatsor. No; I do not have any such ideas. And I think 
Senator Millikin has well given me a guide and laid down a guide that 
you gentlemen who make the laws have the benefit of years sof experi- 
ence, the benefit of the finest experts in the world, and as you make 
those laws, I most certainly would apply them. I would have to and 
would do it. But this idea of no more aid for trade is at the very 
bottom of the question you asked me. And we reach a point where 
we can go along with free trade so far but the minute we begin j jeop- 
ardizing or imperiling one of our own businesses or industries or 
agric ultural products, or anything else, then we are up against a stone 
wall. 

Senator Lonc. Well, we try to keep a merchant marine bottom 
loaded. I will put it this way—we provided in the bill for European 
aid that half of that shipping would go in American bottoms, as | 
recall it, to guarantee that at least half of the business would be avail- 
able to our industry and more or less conceding that the other half 
would be hauled in foreign bottoms. Certainly as far as the merchant 
marine phase of our economy is concerned, that is a major concession 
to allied industry, is it not? 

Mr. Tausor. It is. 

Senator Lone. Fifty percent. 

Now, you suggested that you thought the decision on watches was 
unfavorable. That would mean less trade in this regard, the Swiss 
would have less dollars to trade with us. 

Senator Bennerr. Will the Senator yield? 

Senator Lona, Surely. 

Senator Bennetrr. There is no American watch industry. The 
Swiss own the watches. All they are doing is assembling Swiss 
watches in American cases. There may be one company remaining 
and that would be Elgin. Hamilton has gone. 

Senator Matone. In other words, free trade wiped it out? 

Senator Bennertr. The Swiss now own the American watch in- 
dustry with one exception. I think there may be one company still 
hanging on, but the negotiations for the sale are going on because 
they cannot possibly survive. They survived as long as they could, 
and when the Tariff Commission turned them down, that was that. 

Senator Lone. [ am not arguing the watch industry at this 
moment, except if the Swiss are going to buy American products, 
they have to have some money from somewhere to buy it with. 
About the only thing they export, so far as I know, in any quantity 
is watches. Do you think of any other export that would come 
under a major export? 

Mr. Tautror. Cheese. 

Senator Lone. We have plenty of that. 

Senator Martin. Mr. Chairman, I wonder if the Senator would 
yield? 

Senator Lona. Surely. 
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Senator Martin. If we do not have a watch industry in America, 
where do we expect to get the precision workers, plant workers, in 
case of a war emergency? 

Senator Lone. I am not trying to argue the issue, but we in Louisi- 
ana have a sugar act to maintain a certain amount of domestic sugar 
production. That does not take over the whole market. We bring 
in about three-quarters of our sugar. I know our Chairman is very 
familiar with that. It certainly affects the Western States, but we do 
certainly import a lot of sugar, and it is probably better that we do. 

Of course, my reaction to the tariffs generally is that everybody 
wants the tariff on the thing he produces in his own State. If he is 
going to have any trade, we have to make it possible for someone to 
import things to this country, and the thing I would like to explore is 
what measures can be undertaken to make possible more trade. If 
our allies are badly in need of raw material, food, and so forth, that 
we produce here, how can they get it unless we just give it to them? 
Do you have an ideas as to how that could be e xpanded? 

Mr. Tauzor. No, sir; I do not, Senator. 

Senator Lona. It has been suggested that there should be a tariff 
on lead and zine. Do you have any opinion on that? 

Mr. Taupor. On lead and zinc? 

Senator Lona. Yes. 

Mr. Tausor. Well, lead and zine would follow the same pattern as 
copper. There would be a suspension of a tariff until lead and zine 
reached a certain point in production in this country, and I assume 
the State of Missouri produces most of our lead, and where we reach 
the point where we were not jeopardizing our lead industry in Mis- 
souri, I think that is the point we have got to look for. 

Senator Lona. It had occurred to me, and I wondered if you had 
given any thought to this subject at all. We have enormous stock- 
piles of certain commodities, particularly our agricultural commodities, 
far beyond our immediate needs. 

It might be desirable to trade some of those commodities from our 
stockpiles for other materials which we would not put on the market 
but would simply maintain in our stockpiles, material that would be 
used in the event of war, either strategic materials or materials we 
would produce here but might find in short supply. Could we not 
increase our stockpile by increasing our exporting of surplus materials 
from other countries and decrease our stockpile where we have an 
excess of materials? Have you given any thought to that? 

Mr. Tauszor. I think your point is we do not want to be building 
more warehouses and filling them up with more and more surpluses. 
We have got to find a market for them, and that is something that 
must be worked out. 

Now, whether that comes within the lines of the duty that I hope 
to carry out here, I do not know, but it is a tremendous problem that 
you have brought out. 

The Cuarrman. Mr. Talbot, I suggest you will have nothing what- 
ever to do with that. 

Mr. Tarot. Thank you, sir. 

The CHarrMAN. Have you finished, Senator Long? 

Senator Lona. Yes, sir. 

Senator Martin. Mr. Chairman, may I ask one question? 

The CuarrMan. Yes. 








14 NOMINATION OF JOSEPH E. TALBOT 


Senator Martin. Mr. Talbot, you appreciate that great difficulty 
in the cost of production in America and our competing countries 
is the one of labor? 

Mr. Tatpror. Yes, sir. 

Senator Martin. Do you approve of the general philosophy of our 
tariff regulations that that should be taken into consideration? 

Mr. Taxsor. Absolutely, 100 percent, I approve. 

Senator Martin. For example, take this glass; that is hand-blown. 
The man that does that work in America gets about $2 an hour. In 
competing countries, it is about 30 cents an hour. Do you also approve 
of the theory that our small industries, which are really the backbone 
of the American economy, ought to be given consideration in tariff 
rates? 

Mr. Tatsor. Yes, I do, Senator, I do. I come from a section 
that has a great, great many small industries. 

Senator Martin. I believe, Mr. Chairman, there has been quite a 
change in the philosophy of a number of people in this great New 
England section of America as it relates to the matter of tariff. And 
[ just wondered whether you had gotten indoctrinated with that 
theory? 

Mr. Tausor. Senator, I think our problem is exactly the problem 
that the west coast has. It is the same problem the Rocky Mountain 
has. It is the same problem that the gentleman from Louisiana has. 
And today with industry being spread out over the United States; 
for example, I know that recently in Little Rock, Ark., one of the 
companies in Waterbury, the United States Time Co., opened another 
company down there and, of course, the movement was made for 
several reasons, one of which is defense in case a war should come. 

Nothing ever impressed me the way that these companies switched 
in 30 days and started making fuses for time bombs right in the very 
factory where watches and clocks were made 30 days before under 
a peacetime economy. Now, that is something that is very, very 
valuable. 

Senator Martin. You agree that that is one of the great strengths 
of America and that should be maintained, although at times it may 
make us all pay a little bit more for products than we would had we a 
free trade policy? 

Mr. Tausor. Yes, sir. 

Senator Martin. Thank you. 


DUTY OR TARIFF-——BASIS OF FAIR AND REASONABLE COMPETITION 


The CHAIRMAN. Senator Malone? 

Senator Matone. Mr. Talbot, I have been very much interested in 
your discourse, but you are exac stly right, we must stay in business to 
preserve the technical know-how for our national defense structure 
which we have to support, and to keep our economy sound. You 
believe that? 

Mr. Taupor. Yes, sir. 

Senator MaLone. We have to stay in business for another reason, 
to support our economic structure on the basis of the wage living 
standards we have developed and may develop in the future. Do 
you believe that? 

Mr. Tauzor. Yes, I firmly believe that. 
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PEACETIME INDUSTRY AND NATIONAL DEFENSE 


Senator Matone. And do you believe that we must maintain these 
industries like the precision instrument business, the watch industry, 
the machine tool industry, the mining, textile and other important 
industries, so that the peacetime skilled workers will be available to 
turn immediately, as you suggested, to national defense industries? 

Mr. Tausor. Yes, sir, I do. I believed that in the last war and I 
was very close to it, and it was one of the greatest things we have in 
America, and is today, that we can turn over so quickly and it is a 
jump we have over other countries of the world. And if we ever 
sacrifice that, you gentlemen do not want me on any tariff commission. 

Senator Martone. | am sure you are correct. ‘Then it is to protect 
your standard of living that you have a tariff or duty as the Constitu- 
tion calls it? 

We want a tariff on the basis of fair and reasonable competition and 
not a wall around the Nation—not a high tariff or a low tariff. 

Have you ever heard anyone who understands the use of the tariff 
or duty, to protect the American workingmen and investors, ever ask 
for a high tariff or a low tariff? Let me put it this way—what those 
of us want that advocate either a tariff or import fee or duty, is to 
have that tariff based on fair and reasonable competition so you do 
not exclude anyone from your market but they come in on the same 
basis as the American producer must meet; is that your idea of a tariff? 

Mr. Tatsor. Somewhat. 

Senator Matoner. Would you define what you mean by that? 

Mr. Tatzor. May I go on a moment? 

Senator Matone. Yes; I would like for you to. 

Mr. Taxsor. After all, the Tariff Commission is an agency of 
Congress. 

Senator Matone. That is right. 

Mr. Tatror. And it should be. 

Senator Matone. May I interrupt vou at that point. The Consti- 
tution of the United States fixes that duty in Congress. That is a 
constitutional responsibility of Congress to fix the duties which we 
are to have. Do you agree? 

Mr. Tatror. Yes, sir; I agree with that, Senator, and I feel that 
perhaps in the last few years, perhaps since 1934, to be exact, that that 
cohesion between the Tariff Commission and the Congress of the 
United States has not been quite as close as I would like to see it. 

Now, of course, I am prejudiced in this sense, that I have been a 
Member of Congress, I feel very definitely that the Tariff Commission 
should answer and be a close agency of the Congress of theUnited 
States at all times. 

Senator Martone. Mr. Talbot, you understand in 1934 they trans- 
ferred the congressional responsibility to regulate duties, imposts, and 
excises to the Executive—when did you come to Congress? 

Mr. Tatzor. I came to Congress in 1942, in January. 

Senator Matone. In 1934, the Trade Agreements Act did transfer 
the constitutional responsibility of Congress to regulate foreign com- 
merce and fix the duties, imposts, and excises—commonly referred to 
as tariffs on import fees, to the Executive Branch, and severed all 
connections between this constitutional responsibility and Congress. 

Mr. Tatsor. And particularly to the State Department; yes, sir. 
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Senator Matone. Particularly, the President put the responsibility 
upon the State Department? 

Mr. Ta.sor. That is right. 

Senator Matonr. Do you think that is a good thing? 

Mr. Taxsor. I do not, Senator. 

Senator Matone. I think you have answered my questions. You 
believe that Congress should reassume its constitutional responsi- 
bility. The Tariff Commission is the agent of Congress, and the 
relationship should be reestablished between the Tariff Commission 
and the Congress that close relationship which should exist between 
the parent body and its agent. The Tariff Commission had the 
authority to adjust tariffs on a flexible basis of fair and reasonable 
competition—establishing fair trade with foreign nations. The 
theory of the tariff is to represent that differential cost of production 
due largely to the difference in the wage-living standards here and 
abroad. I believe that is about as concise as I can state it. Do you 
believe that? 

Mr. Tausor. Yes; I believe that. 

Senator Matonr. Then you are very sound in your approach to the 
problem of foreign trade. I would like now to divert to your first 
statement—and I am sure that your subsequent testimony has erased 
any indication that you introduced any bill to help any special 
industry. You believed fully that if you could remove the duties 
on coconuts in the emergency, that you were assisting the boys in 
the Army? 

Mr. Tatsor. Absolutely. 

Senator Matone. That is what you thought? 

Mr. Taupor.. Yes, sir. 

Senator Matonn. Well, I will ask you if you knew that when the 
Government buys anything for national defense, let it be coconuts 
or tungsten, or whatever it is, that they do not pay the tariff. 

Mr. Tauzor. Yes, sir. 

Senator Matonrg. The Government does not pay the tariff on any 
of its imports for national defense—and if such material is imported 
by a private manufacturer he pays the tariff to the Government— 
then when such manufacturer sells the product to the Government 
the tariff is a as of the sales price—so it is an even exchange. When 
they pay the tariff, they pay it into the United States. Treasury. 
Then when they sell the product to the Government, it is charged 
in the price of the goods—it is really just an exchange; is not that it? 

Mr. Taxsor. I think I see what you are getting at, Senator, and, 
of course, under the tax setup then and now, it all comes back anyway. 

Senator Manone. In addition to that, if he makes a profit, the 
Government gets most of that too, unfortunately. 

Mr. Tausor. That is right. 

Senator Matong. That is another field but I hope these emergency 
taxes will be reduced or allowed to die like they should die, because 
they were levied upon the people under the guise of an emergency 
to start with. 

The point is this: It does not make any difference whether it is 
steel, tungsten, or some other product, the tariff will be paid to the 
United States Government by the private manufacturer, and when 
the processor sells the product to the Government, he adds the amount 
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of the tariff to the price which has the effect of an even exchange, 
and no one profits? 

Mr. Taxpor. No. 

Senator Matone. I would like to know if you agree with me on the 
premise, that Congress’ continual tinkering with the protection of the 
investor and the workingman: standing ready to change the tariff 
on the slightest provocation, discourages private industry from going 
into any ‘business where the labor cost is higher than their foreign 
competition pays? 

Mr. Tasor. I agree with you. 

Senator Matone. Now, one more thing. We have a picture of 
Henry Ford LI, who is a direct descendant of the original Henry 
Ford, the inventor of the Ford automobile. I knew his grandfather, 
who was a man of vision who said one morning out of a clear sky when 
the average wage of a mechanic was about $2.50, ‘Hereafter $5 is a 
minimum wage, because they cannot buy my Fords on a wage of 
$2.50.” 

Now, if Mr. Henry Ford II, with his factories building English 
Fords in England, with his $3.50-labor manufacturing an automobile 
which he can bring back here cheaper than he can make them on our 
wage standard of living in America, if he would set the English wage 
at a $5 minimum, giving as his reason they cannot buy Fords on $3 
to $3.50 wages, he would be doing a great service for England and for 
the United States of America. 

Mr. Tatsor. There is another thing behind it all. 

Senator Matonr. What is behind it? 

Mr. Tatsor. Well, sir; as you well know, Senator, in every town 
and hamlet in the United States, the automobile industry today has 
service stations and parts, whether it is Chevrolets, Chrysler, General 
Motors products, or any other products, and when you and I buy a 
car and we have a breakdown, we get service in 5 minutes. 

Now, of course; foreign automobile industries cannot get that 
service. I saw a car just a few weeks ago—it happens that my name 
is hyphenated into it—it is the Sunbeam Talbot, and it is an English 
car: 120 miles per hour and 40 miles per gallon. It sells at something 
like $3,000, but there is only one place in the United States that 
you can get service on them. That one place is in New York City. 
Now, living out in the Middle West or in the South, if you bought one 
of those cars, it would probably cost you the price of the car to get it 
repaired if you needed it repaired. And, until the day comes that 
foreign automobile companies have similar service, we do not have to 
worry about foreign competition in that respect. 

Senator Matonr. Let me ask you another question. Does that 
apply to Fords that are made in England? 

Mr. Tatsor. Well, of course, Ford of England and Ford of Canada, 
I assume that although they are separate corporations, separate 
corporate entities, that those that hold the stock in those entities may 
be the same people. 

Senator Bennett. Would you ask me that question, Senator 
Malone? 

Senator Matone. They are not only the same people but his 
company grew rich on the tariff. Now he can go behind the sweat- 
shop-labor curtain and build his cars and bring them back here under 
free trade and undersell the American-made product. 
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Senator Kerr. If he can answer it, would you let him do it right 
now? Are they the same as the American Ford? 

Senator Bennerr. They are not the same automobile. 

Senator MaLonn. Can you get service? 

Senator Bennerr. American Ford dealers have the right to buy 
English Ford cars and plenty of them do, and most of them who buy 
the cars carry a supply of parts. 

Senator Kerr. None of the parts are interchangeable, are they? 

Senator Bennetrr. No; but they have the same service. 

Senator Matong. That is what I wanted distinctly understood. I 
am going to develop it further with Mr. Talbot, who seems to know 
what he is talking about. 

Senator Bennerr. Mr. Chairman, I see the Senator from Oklahoma 
is leaving, and I have a question that I would like to clear up that he 
was interested in, so if you will yield for one question? 

Senator Matong. Yes, sir. 

Senator Bennerr. You asked the gentleman whether he had ever 
known of any 3-to-3 decisions, if there were any 3-to-3 decisions. 
There were no decisions. So there may have been many 3-to-3 
decisions which had the effect of dismissing the question because 
there was no decision, and I feel that possibly the witness did not 
realize that. So I want to ask him the question. Do you realize 
that there may have been many 3-to-3 decisions which had the effect 
of negating the question before the Commission? 

Mr. Tatsor. No, Senator, I do not know that, because I have the 
last several reports and they only show—— 

Senator Bennerr. There would be no report. 

Mr. Tatzor. That is right. 

Senator Bennerr. There would be no decision. 

Mr. Tatsor. I have no knowledge on that, but maybe you are 
right on that. 

Senator Bennert. So I believe, Senator, that may be a very real 
factor in this situation. 

Senator Kerr. Mr. Chairman, I recognize the possibility that 
might be opened up here through speculation. I must say I appreciate 
that when I was asking that of the distinguished witness, but I am 
happy the witness answered my questions on the basis of the facts 
and left me to do the speculating. 

Senator Matone. Mr. Talbot, I was just going to observe that we 
have a real Ford service at the airport in Las Vegas. If you call for 
a car and do not specify what you want, you will get an English Ford. 
Now, I am not objecting to English-made Fords. I am not objecting 
to Mr. Ford’s action in putting his plants in foreign countries—using 
the cheap labor and advocating the abolition of the tariff protecting 
the American workingman -but I do blame an utte ‘rly irresponsible 
Congress whose action makes such an operation profitable. If we do 
not extend the 1934 Trade Agreements Act, the Tariff Commission 
can equalize the production cost here and abroad. 

I do not blame the companies for using the foreign sweat-shop labor 
to threaten the wage-living standard of the American workingman—I 
blame a Congress which makes it necessary or profitable. General 
Motors and others that have had these factories before the war, are 
now replacing them. We should let the 1934 Trade Agreements Act 
expire and let the Tariff Commission take the profit out of sweat-shop 
labor. 
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Mr. Tatsor. If we reverse the whole process of our thinking, if we 
as American citizens are going to buy products at the $2-per-day wage 
rate, it eventually would reduce our American wage to the $2 limit. 
In other words, as your balance of trade goes the other way, we have 
got to come down in our wage scale. 

Senator Martone. You are absolutely right. I have made that 
speech on the Senate floor many times, to the effect, that when you 
are competing with a wage scale that is lower and a carrying charge 
that is less with the same machinery—and we are giving them the 
machinery—You must eventually meet the companies’ wage-living 
standard of your competition and write down your investment to 
meet the competition or go out of business; is that true? 

Mr. Tatsor. Water will seek its own level in even that case. 

Senator Martone. I am certainly delighted that you have been 
appointed to the Tariff Commission. 

There is one other question I would like to ask. There have been 
statements made on the Senate floor and in the committee recently 
that there should be no tariff on any product when our domestic pro- 
duction does not equal the domestic consumption. There are very few 
products produced in this Nation to the full amount of the consump- 
tion, but without protection, you would produce little or none of it. 

Now, what I want to ask you, if you produce 50 percent or 75 
percent of the domestic consumption of a product, your import fee or 
duty, as the Constitution of the United States calls it to equalize the 
production cost here and abroad, keeps you in the business. 

Mr. Tatsor. Of course, anything you would do to neutralize or to 
keep at a constant production, at a certain figure, whatever that 
figure may be, you are saying in the same breath ‘We are not ex- 
panding. We are not going to expand the business anymore.” If 
we would do that with every business in America, we would stifle 
ourselves quickly. It is the expansion of business that made this 
country great. 

Senator Matone. By stabilizing the business? 

Mr. Tautsor. Yes; and once you neutralize a figure or cut it off, 
if we ever come to that point, particularly with the growing population, 
we are defeating ourselves. 

Senator Matone. Well, then I will ask you a question this way; 
if you had no protection, then you go out of the business that you 
now have in that particular line because of competition from low- 
wage countries? 

Mr. Tausor. You will go out of business in a couple of years. 

Senator Martone. | have no further questions, Mr. Chairman. I[ 
think you have a wonderful candidate for the Tariff Commission. 

The CHarrMAN. Senator Bennett? 

Senator Bennetr. No further questions. 

The CuarrMan. Do you have anything further to say? 

Mr. Taxsor. No, sir. 

The CuHartrman. I believe we have with us Senator Bush. 

Senator Busx. Mr. Chairman, I just have a very few things to say. 

The matter of Mr. Talbot’s nomination has received very careful 
consideration by Connecticut, | can assure you. I do not know of 
any appointment which Senator Purtell and myself have discussed as 
carefully as we have this one. 
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Mr. Talbot has been recommended for this job by the three members 
of the Republica. National Committee. That I say not just because 
they are Republicans, but I think anyone in Connecticut would agree 
that these three people hold very high positions in respect to our com- 
munity and in their respective communities, so that their approval of 
Mr. Talbot means more to us, I think, than. just the political implica- 
tions of it. Our Governor, a former Member of Congress, has en- 
dorsed the appointment. Our former Senator Danaher, who may be 
known to some of you—I know he is to some of you—is being enthusi- 
astic about this appointment of Mr. Talbot. 

The CHAIRMAN. He was a very able member of this committee. 

Senator Busu. I recall that he was a member of this committee, 
and I am sure he must have been an able one. He is an able man. 

At the White House that question was raised earlier and I did 
discuss the matter with Mr. Sherman Adams but not with the Presi- 
dent of the United States. We have had—I have had—and I am 
sure Senator Purtell has had a great many prominent citizens endors- 
ing Mr. Talbot for this nomination, and among those are large 
employers of labor and management of substantial operations in 
industry in our State. So that I might say one more word, I will say 
that I have known Mr. Talbot personally since about 1948; that I 
have also had the advantage of meeting his family, his wife, who is a 
very charming person. He has a very fine family life, whic h I alw ays 
think is an asset to a man in public life, or any life, so that I am very 
glad to recommend to this committee that it re port favorably on the 
nomination. If there are no questions of me, Mr. Chairman, I have 
no questions. 

The CHarrMAN. Thank you very much, Senator. We appreciate 
your endorsement of Mr. Talbot. 

Senator Purtell. 

Senator Purrety. Mr. Chairman, I would like to add my recom- 
mendations to those of Senator Bush. I have known Mr. Talbot for 
some while. He is one of our outstanding citizens. I think he has 
demonstrated this morning, in answering or attempting te explore 
fields that do not really come within the province of the duties he 
hopes to assume, his forthrightness and willingness to discuss or think 
with anyone else. He is one of our fine citizens. 

I can add little to what Senator Bush has said except to say this: 
I feel he would be a benefit to the Tariff Commission and would work 
for the benefit of all the people in the United States. 

The Cuarrman. Thank you very much, Senator Purtell. 

Senator Matone. I would not ask this question except it was in- 
jected and I think the record should be clear and complete. Of course, 
I know about what answer I am going to get already, I think I do. 

The question of zine and lead was raised. Zinc and lead are no more 
important that hundreds of other products in our national defense and 
in our Nation’s economy, but it just happens that there will be some 
special legislation in regard to those products—mostly because of the 
free-trade policies that have been followed for 20 years 

I would simply like to ask you this: Taking both zine and lead we 
only produce 40 to 75 percent of the lead and zine that is consumed in 
this country. If you were asked to establish a tariff or duty on a basis 
of a fair and reasonable competition, you would be in favor of estab- 
lishing such a duty on zine and lead, would you not? 
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Mr. Tatsor. Senator, I must plead some ignorance. I do not 
know how much zinc is produced in this country. Is it a byproduct 
of copper? 

Senator Matone. Some of it is produced as a byproduct but 
generally speaking, it is mined directly like lead. 

Mr. Tausor. Well, of course, the same formula, as far as I am 
concerned, would have to apply. If it is a matter of producing it at 
a higher labor cost and you get that up to the point of where you get 
the worst kind of a marginal mined and, say, you went out to a plac e 
where you would only get 1 ounce of zine out of a hundred tons of 
soil, that is 1 question. 

Senator Matone. We are talking about a basic fairness. 

Mr. Taxsor. The same rule would apply. Where there is a differ- 
ence in labor cost, and so forth, we have got to put on a tariff to 
equalize it. 

Senator Matonr. That is correct, or go out of business. There 
may be cases like sugar, where a tariff alone might be inadequate, 
but in most cases, a tariff established on a basis of fair and reasonable 
competition does answer it, and I understand you are in entire accord 
with that? 

Mr. Tausor. Yes, sir. 

Senator Matoner. I can say to you without fear of contradiction 
that no foreign nation has ever kept the spirit of a trade agreement 
with the United States of America. 

Mr. Taxsor. I am surprised at that. 

Senator Matonr. The way it is done—of course they really are not 
trade agreements. They are agreements to lower tariffs. Then the 
foreign nation lowers the tariff all right, but they then raise the price 
of their currency in terms of the dollar for that particular classification 
and in effect put the tariff on their money. As a matter of fact, at 
this moment, they have eight different prices of the peso in Chile. 
I used the table showing the uses of the different valued peso in my 
debate on copper-free trade. If they do not want you to import a 
certain product, they give you a less favorable exchange rate which 
means they put the tariff on their money. 

Mr. Tauzor. I touched on that before when Senator Millikin 
questioned me when I said that was one way of getting the business. 

Senator Matone. In using the peril point, the Tariff Commission 
establishes the “peril point,’ then the trade agreement is made and 
10 minutes after you make it the foreign nation can change the value 
of their money and nullify any safeguard that the peril point may 
have established; is that true? 

Mr. Tauszor. That is exactly why the cohesion between the Tariff 
Commission and Congress should be much closer. 

Senator Matone. If the Tariff Commission had full authority to 
adjust the tariff on the basis of fair and reasonable competition, like 
the Interstate Commerce has the authority to fix freight rates on the 
basis of a reasonable return on the investment, then you could meet 
manipulation of the exchange rates, could you not? 

Mr. Taxsor. Right. 

Senator Lona. Mr. Talbot, I would like to ask one further question. 

The CHArrRMAN. Senator George has to be at the White House 
right away. 

Senator Lona. I just wanted to ask this question for the record. 
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You have several times referred to some foreign country giving us 
the business. I thought for the record you ought to translate that 
term. Do you mean they are cheating us? 

Mr. Tatzor. I would not want to use “cheat.” 

Senator Lone. You said “giving us the business.” 

Mr. Tatror. They intentionally will depreciate their currency. 

Senator Lona. What did you mean by saying by doing so they 
would give us the business? 

Mr. Tatsor. Well, what I meant was that no matter what kind of 
agreement we make with them, and no matter how you members % 
Congress trv to fix something today, as far as differential under : 
differential of labor cost, or anything else, that once that treaty is in 
existence, that by depreciating this currency, they can undo the very 
work that either the Tariff Commission or Congress has done and they 
undermine your work and you have to repeat it again and make a new 
tariff according to the value of the money. 

Senator Lone. What you mean is that by juggling the currency, 
they make the agreement more favorable to themselves and less 
favorable to us? 

Mr. Tatsor. That is correct. 

Senator Matonr. What you mean then, Mr. Talbot, is this, as I 
made this statement on the Senate floor when the pound was devalued 
from $4 to $2.80, whatever percentage that is, they lowered our 
tariffs to that extent? 

Mr. Tarsor. It has that effect, correct. 

Senator Martone. And, of course, nullified every trade agreement 
that has been made since 1934. 

The CHarrMan. Thank you very much. We are now going into 
executive session and we would like the room cleared as quickly as 
possible. 

Mr. Tatsor. Mr. Chairman, I want to thank you and all the mem- 
bers of the committee. I thoroughly enjoyed it. 

(Whereupon, at 12:10 p. m., the committee proceeded in executive 
session. ) 


x 











